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IAGALINE Providing the Basis for... 
Sound Investment Action in 1942 


THe Macazine oF WALL STREET provides dependable service to 
investors and businessmen backed by resources built up over 34 
years. During the last war—and during the good times and bad 
that have followed—it has earned a nationwide reputation for 
accuracy, dependability and practical usefulness. 





Now, with our country again at war, you will find THE MAGAZINE OF WALL STREET an invaluable source 
of counsel, not only in working out your investment problems, but of real service in digesting and inter- 
preting the varying business trends . . . in weighing and anticipating the effects of major domestic and 
international developments. 


Especially under war conditions it will become more in- 
dispensable than ever, for there will be a growing dearth of 
investment and business information from other sources. 
Already, many leading newspapers—throughout the coun- 
try—have reduced their financial coverage due to shortage 
of paper, curtailment of staffs and for various reasons. 


No One Is Better Able To Serve You 


1. THE Macazine or WALL Street will keep you abreast 
of the situation in industry and in the individual com- 
panies, with the purpose of protecting your capital, 
sustaining your income and enabling you to secure 
profits where possible. 


2. Through Personal Inquiry Service (to which you are 
welcome as a subscriber), you will receive dictated 
reports, giving our counsel on your holdings or con- 
templated purchases. 





NOT FOR SALE 
(Value $2.50) 





FREE With Your Subscription 
for Now—Personal, Private- 
15 Days Edition Copy of this Valu- 
Only able Investment Book . . . 


To assure yourself of this vital service throughout the 
year ahead, enter your subscription now while you still 
have the opportunity of receiving our new book “To Make 
Money Today—Investing Under War Conditions” (value 


$2.50) .... FREE. 


TO MAKE MONEY TODAY 


Increasing costs from all sides have made necessary a moderate : ee 
Investing Under War Conditions 


increase in our subscription price to $10 a year, but the price for 
two years remains at $15. Your investment now—in a subscription 
to The Magazine of Wall Street—may be the difference between 
profit and loss in 1942, and will protect you against further increases 
we may have to make. Sign and mail the coupon today! 


The most valuable investment tool 
you can have... now and throughout 
the momentous year ahead. 
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IT WILL TELL YOU: 
-=-=----Special Offer For 15 Days Only- - ----= Part - _ to consider now; through- 
out 1942, 


THE MAGAZINE OF WALL STREET 
90 BROAD ST., NEW YORK 


CJ I enclose $10 for your special offer which covers—(1) A one 
year ... 26 issue subscription to THE MaGAzINE oF WALL 
Street. (2) A copy of the new book “To Make Money 
Today” (value $2.50) ... FREE. (3) Latest copy of the 
Pocket Statistician ... investor’s handbook. (4) Continuous 
Consultation Service. 


Part 2. How to decide what action to take. 
How to fit your investment program to 
your capital, needs and objectives. 





LHULUUULGUIULLLUUUUALLUUULUUAL 





To assist you further: 


Part 3. Suggests types of securities and 
weighs their merits under today’s con- 
ditions—for investment—for profit and 
income—for speculation. 





CO I enclose $15 for a two year ... 52 issue subscription. . . 


including all of the above. This book will serve you well in these cri- 


tical days . . . enable you to think out your 


N ; own problems ... give you the benefit of 

EMR. 5. ict isis Shin ows CHS th sie binss ale Seem pices seieesiep eetrsiesl our expert judgment. To be sure of receiv- 
: ing a copy, send your order today, as we 
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With Th\e Editors 





Something. Now Has Bean Added 


SOMETHING new, as the advertising 
people say, has been added—some- 
thing new added to the perplexities 
and problems of the equity investor. 

It’s this matter of working capital. 
Of course, it’s always in the picture 
but usually—at least in the case of 
large and successful companies— 
you can pass it by quickly with the 
notation “adequate.” 

In the five depression years 1931- 
1935 there wasn’t very much work 
for working capital to do—so it 
didn’t greatly matter how much of 
it a company had, provided it could 
meet its bills. 

The higher average business vol- 
ume of the years 1936-1940 pre- 
sented no working capital problem 
to well managed companies. Though 
not so intended, the years of New 
Deal deficit spending had replen- 
ished corporate cash balances pretty 
generously. Whatever starts it mov- 
ing, money can’t circulate around 


through the economic system with- 
out a goodly portion of it coming 
to rest in corporate bank deposits. 

But now we have a new situation. 
Bear in mind that “earnings,” while 
reported in dollars, may not neces- 
sarily be in actual cash. Part—or 
even all—of the year’s “profit” 
shown on the books may be tied up 
in increased inventory, or accounts 
receivable or new machinery, and 
to that extent, not being cash in the 
bank, it can’t be distributed in 
dividends. 

An inflationary war period— 
marked by sudden and great expan- 
sion in volume and by fast rising 
inventories—always brings the ques- 
tion of working capital into promi- 
nence as a major problem for 
corporate management and an im- 
portant consideration for investors 
to keep in mind. 

In most cases—all cases of very 
active enterprises—the non-cash 


assets, mainly in the form of in- 
ventory, receivables and property 
account, increase out of normal 
ratio to cash balances. In all cases 
the liability side of the books shows 
a big increase in “reserve for taxes,” 
and taxes have to be paid in cash. 
Finally, in numerous cases, the lia- 
bility account will show a new or 
much increased item labelled “bank 
loans.” Such borrowing has increased 
greatly over the past year. 

The point of these remarks is to 
remind you to give much closer 
study to the year-end balance 
sheets, which will soon be coming to 
hand in large number, than you 
have usually done in the past. If 
your company doesn’t pay out in 
dividends quite as large a proportion 
of its reported earnings as you think 
it should, the latest balance sheet 
may well supply the reason. The 
dollars that you think you ought to 
get may not actually be there. 





* %*& % COMING IMPORTANT FEATURES * * * 


Part I—In This Issue 
Railroads, Utilities, Tobaccos, Foods 


Part Il—February 7th Issue: 
Machinery, All Equipments, Specialties, Unclassified 


1942—Re-appraisal of Earnings 


and Dividend Forecasts 


Part [ll—February 21st Issue: 


Steels, Building, Metals, Liquors, Movies, 


Merchandising Issues 


Part 1V—March 7th Issue: 


Aviation, Oils, Motors and Accessories, Tires, Chemicals 
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War shortages compel frantic search for substitutes and many substi. 
tutes, better or cheaper, will be firmly entrenched when the war ends. 
Here you see a metal-cutting tool developed by Westinghouse Electric, 
using a tough alloy containing plentiful American molybdenum in place of 
imported tungsten. Westinghouse engineers say the new tool steel is 
just as good as the old one and less expensive. One of many industria 
innovations. And more to come. 
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The Trend of Events 


ATLAST!... After we entered the war against Germany 
in the spring of 1917 the procurement and production 
problem was badly fumbled and bungled for dreary 
months—until the War Industries Board was eventually 
set up with single authority centered in Bernard M. 
Baruch. It is regrettable—and still indefensible—that 
President Roosevelt so long refused to apply the clear 
lesson of World War experience. 

In approximately eighteen months we have seen three 
major reorganizations in the high command of defense 
administration. Only now, nearly six weeks after the 
start of formal hostilities and after sharply rising public 
agitation, do we get the War Production Board, with 
authority and responsibility centered in Donald M. 
Nelson. Better late than never. 

The choice of Mr. Nelson for this exacting task seems 
to be a good one. At any rate he has comprehended the 
full proportion of the problem more realistically than 
any of his official associates from the business world. 
Long before Pearl Harbor he was pleading for vastly 
expanded defense production. Time and again he has 
demanded that our sights be lifted and then lifted again. 
He was one of the earliest to yell for thumbs down on 
“business as usual.” 

Since he has had limited authority heretofore, it is not 





possible to judge Mr. Nelson’s abilities on the relatively 
short record of his public service. But behind him is a 
demonstrated record of outstanding success as a key 
executive of a major corporation. Coupled with the 
vision and imagination and drive he has shown in 
SPAB, this would seem to make his choice a most 
fortunate one for the nation. 


UNHEALTHY CLIMATE ... Maybe it is something 
about the Russian climate that is making casualties of 
so many German generals. Nothing trivial, we hope. 
The latest is General Field Marshal Walther von Reich- 
enau, who led the German campaign in the Ukraine. 
Famed for vigorous health, he died suddenly from 
apoplexy —so Berlin says. This makes three major 
changes officially admitted. General von Brauchitsch 
had previously been removed as commander-in-chief of 
the German Army and General Field Marshal Fedor von 
Bock, commander of the forces before Moscow had been 
“relieved” because of “ailing health.’ Rumored remov- 
als—not confirmed by Berlin—include Field Marshals 
von Leeb and von Rundstedt and Colonel General von 
Kleist. 

Obviously, all is not well in Germany—but the prudent 
thing for us to do is to avoid elation and keep our eyes 
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on the ball. There is no convincing evidence that the 
Hitler regime is in danger of being ousted. On the con- 
trary, Hitler’s purge or shake-up of the German army 
indicates that his word is still supreme. We must not 
forget that there are hundreds of capable, thoroughly 
trained high officers in the German army that Hitler 
can elevate. Remember how generally it was said that 
Stalin’s far more drastic purge of his generals had ruined 
the Red Army? The evidence of recent months proves 
the contrary. In every war there are major changes in 
officers, especially when reversals are met. For instance, 
over the past two years there have been many shifts 
among the British army and naval commanders. And 
within a very short time after the Japanese attack at 
Pearl Harbor, Washington made major changes in our 
Naval command. It would not occur to us to take this 
as evidence of crucial weakness, but the Germans could 
exaggerate it as easily as we can exaggerate the signi- 
ficance of the shifts they are making. 

Probably what has happened is “rebellion” by Hitler 
against Generals he regards as too conservative and cau- 
tious—plus the political necessity of singling out some 
goats upon whom to blame the reverses at the hands of 
the Russians. If Hitler is now running the show com- 
pletely it is possible that he will make mistakes of 
rashness—but let us not count upon it. 


THE MOTOR INDUSTRY .. . By a strange process of 
reasoning, some of the pontifical newspaper columnists 
and other armchair experts have joined with the most 
radical elements of labor to pin blame on the automobile 
manufacturers for not stopping production of passenger 
cars and plunging into arms production a year ago. 

A year ago this nation was officially at peace. A con- 
fused public opinion and the vociferous anti-Roosevelt 
isolationists in Congress were forcing the President to 
move cautiously both in foreign policy and in steps which 
would dislocate the civilian economy. New Dealers were 
talking of superimposing the armament boom on the 
civilian business boom. The defense agencies were tread- 
ing water in an ocean of red tape, uncertain of our 
national objective and of its urgency. The Army was 
doling out contracts in leisurely fashion. 

So the automobile manufacturers—and all other manu- 
facturers—did exactly what you or I would have done 
under the circumstances. They continued to produce 
their regular products—but at the same time accepted 
and immediately got busy on all defense contracts made 
available to them. It is not of record that any of them 
declined to work for the Government. It is not of 
record that responsible procurement officers of the Army 
or Navy ever found them tardy in carrying out the con- 
tracts placed with them. On the contrary—once the 
Government gave the orders—Ford, Chrysler, General 
Motors and various others in the industry broke all 
former speed records in building the special plants and 
installing the special machine tools required for most 
types of war goods. 

After all, only the Government—nobody else—can 
plan the war effort, specify the armaments that it needs, 





place the orders and allocate the materials. All of us, 
including the motor industry, will cheerfully and patri- 
otically carry out to the very best of our ability the 
orders given by our war commanders. But it would be 
grotesque to blame anyone for not carrying out orders 
that were not given! 

And now let’s get on with the urgent present and the 
even more urgent tomorrow—and waste no more time 
debating who did what, or failed to do it, in the past. 


GLOBAL DIPLOMACY ... Global war calls for global 
diplomacy. So far as the Western Hemisphere is con- 
cerned, the fundamental realities are such that all na- 
tions in it must either be with us or against us. We can 
not permit straddling, nor the game of trying to play 
both ends against the middle. 

At this writing the chances seem to be that Argentina 
and Chile will be forced to go along with the rest of the 
Latin-American countries in severing relations with the 
Axis power and taking a 100 per cent stand with the 
Allies. There is no question that public opinion in those 
two countries favors such a course. What is more to the 
point, at least for the duration of the war the economies 
of Argentina and Chile are vitally geared to trade with 
the U. S. and Britain—a big stick that no doubt is being 
politely used by our negotiators. 

The time has come for more firmness in dealing with 
Fascist-minded Latin-American straddlers —and_ less. 
bribery in the form of one-sided economic commitments. 
For instance Argentina is reported to be demanding 
large shipments of American arms. That is all right if 
we name the delivery dates. For some time to come, all 
our arms will be much more urgently needed elsewhere. 


THE CAPITAL GAINS TAX . . . Economists, business. 
men, and investors have long been convinced of the 
injurious effects of capital gains taxation. For years 
they have sought remedial legislation. Although their 
efforts thus far have been unsuccessful, new champions. 
of revision have been added from time to time to the 
roster of leading citizens seeking a new deal in tax 
matters. Not least important of these is Emil Schram, 
president of the New York Stock Exchange, and former 
chairman of the Reconstruction Finance Corporation. 

In advocating modification of the present capital gains. 
tax so as to segregate capital gains and losses from 
regular income, to eliminate the distinction now made 
between short and long term capital gains and losses, 
and to impose a lower flat rate or reduced graduated 
tax on net capital gains, Mr. Schram emphasized at a 
recent meeting of the Association of Stock Exchange 
Firms that “in our national economy, one cannot sep- 
arate the fortunes of the securities market from those 
of business in general. The present capital gains tax is a 
serious handicap on business. As most of us realize, new 
industries can only be financed out of the profits yielded 
by old ones.” 

While the capital gains tax is one of the least remunera- 
tive forms of taxation from a revenue standpoint, yield- 
ing less than an estimated one per cent of total Federal 
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tax receipts, its effects on business are far dispropor- 
tionate. In fact, the capital gains tax truthfully can be 
said to be one of the most burdensome levies currently 
in force. As the name implies, this particular tax is a 
levy on capital and not on income. Yet net capital gains 
are treated as though they were income. 

What are the consequences of this method of treat- 
ment? First, the capital gains tax tends to freeze exist- 
ing capital investment, by what Mr. Schram charac- 
terized as the “heads the Government wins, tails the 
taxpayer loses, system.” Investors are deterred from 
realizing security profits because of the tax penalties. 
Second, because the tax deters realization of security 
profits and reinvestment, it reduces trading volumes and 
security liquidity, and tends to dam up if not dry up the 
flow of equity capital to new enter- 
prises. This factor is especially im- 
portant now, when Government credit 
rather than private capital directly is 
primarily being called upon to finance 
war production. 

Revision of the capital gains tax is 
clearly desirable, to liberate the flow 
of venture capital, stimulate security 
trading, and augment Government 
revenues from stock transfer taxes. In 
this matter British policy is realistic 
and intelligent. They do not tax capi- 
tal gains at all. 


HOW MANY WARS? ... The all- 
important thing is to win the war 
against our foreign enemies. Or is it? 
In Washington we have disunity and ideological war. 
New Dealers remain suspicious of the motives and inten- 
tions of the business men brought into the war agencies 
and continue to plot and connive against them. The 
business men suspect that the New Dealers are using the 
war emergency to perpetuate their own power and to 
extend permanent bureaucratic control over industry. 

Organized Labor—which means the hierarchy of pro- 
fessional union leaders—is warring for ever higher wages 
and especially for extension of the closed shop. One 
wing—the C. I. O.—thinks this is a fine time to fight for 
“a voice in making industrial policy”—in other words to 
manage private enterprises by committees in which labor 
and the Government would have working control. 

Organized Agriculture—which means the farm bloc in 
Congress and professional leaders of farm organizations— 
is warring for controlled industrial prices and uncon- 
trolled farm prices. 

The report of the Truman committee is highly critical 
of the war effort, putting blame on SPAB and OPM, 
the Army and Navy, on labor unions, on industrialists— 
but puts the heaviest blame where it seems politically 
safest to place it and is vague where it is politically pru- 
dent to be vague. And it so happens that five of the ten 
senators on this committee voted for the O’Mahoney 
amendment to the price-control bill—the amendment 
which would use the war against the Axis as an op- 





portunity to legislate more special benefits for farmers. 

The Secretary of the Treasury, with the support of the 
President, continues to agitate for limiting corporate 
profits to a 6 per cent return on invested capital. A rigid 
and uniform profit limit would destroy the incentive of 
capitalist investment precisely as a rigid and uniform 
wage system would destroy the ambition and lower the 
efficiency of workers. This little war is against the 
capitalist system and the American investor. 

What does it all remind you of? These wars within 
war. It bears an uncomfortable resemblance to what went 
on not so long ago in a nation we once knew as France. 


RECORD SHIP LAUNCHINGS ... Despite the magni- 
tude of the problems involved, President Roosevelt's 
recent order on the shipbuilding indus- 
try to produce 8,000,000 deadweight 
tons of merchant shipping in 1942 and 
10,000,000 in 1943 is expected to be 
fulfilled. The significance of the ship 
construction goal set by the President 
can be appreciated by recalling that 
the existing merchant fleet totals some 
10,000,000 deadweight tons. The ship- 
building industry therefore is being 
asked virtually to double the existing 
tonnage this year, and to complete an- 
other merchant fleet equal to the pres- 
ent one in 1943. 

Obviously, the totals set by Mr. 
Roosevelt were the product of a real- 
istic survey of construction potentials, 
and not fabricated from thin air. Press 
reports indicate that the Maritime Commission was fully 
prepared for the order, and expects that the goal can 
be achieved by acceleration of the broad speed-up process 
which has been in progress for some months. Extensive 
expansion of shipyards apparently is not contemplated, 
although additional ways are expected to be added to 
facilities in yards now in operation. Further increases 
in personnel, and full utilization of existing facilities plus 
the addition of some new ways, are believed sufficient to 
meet the program. Other than increases in personnel 
and yard facilities, the biggest boost in ship output is 
anticipated from shortening perhaps by as much as 25 
per cent the time interval between laying of keels and 
launching of completed vessels. 

Steel for hulls and superstructure and for equipment 
such as power machinery, boilers, and turbines, will ac- 
count for more than 90 per cent of the proposed tonnage 
for 1942, according to reliable estimates. Obtaining this 
amount of steel is considered to present no serious prob- 
lem over these two years. 

The most convincing reason why the President’s goal 
appears attainable is the record of the shipbuilding in- 
dustry. Last December, 26 vessels, or just twice the 
November total, were launched in the month’s 31 days. 
Seven merchant vessels were launched in December, 
1940. The ship a day rate is practically here, and two 
a day may not be far off. 
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Market Aetion To Take Now 


We suggest that new purchases be deferred, believing that uncertainty 
regarding the nearby Federal tax program will be a dominant factor in 
holding back the market, with war doubts constituting a secondary drag. 


BY A. T. MILLER 


Summary of the Fortnight: The year-end rally topped 
out but with marked increase in selectivity. Weakness 
in various high priced stocks lowered the Dow-Jones in- 
dustrial average by 3 points while our inclusive weekly 
index advanced by 1.2 points. Rail stocks, speculative 
preferreds and a minority of specialties continued to 
meet with demand. 


generalization as regards the trend of the 
market as a whole becomes increasingly difficult, if not 
futile. If one talks in terms of the Dow-Jones indus- 
trial average—as a great many speculators and some 
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investors do—the recent performance has been far 
from inspiring, for it looks very much like the sea- 
sonal year-end rally has topped out; and a number of 
stocks formerly considered “important” indicators of 
the quality of demand for equities are under renewed 
liquidating pressure. 

We get a somewhat different picture from the move- 
ment of our weekly index of 270 stocks, which advanced 
1.2 points over the past fortnight while the Dow-Jones 
industrial average was declining by 2.99 points. We 
make a further breakdown for the 100 highest priced 
stocks of these 270 and for the 100 lowest priced stocks; 
and this throws additional light on the selectivity of 
the current market. The 100 highest priced issues de- 
clined fractionally, but for the two-week period the 
100 lowest priced issues advanced by 1.48 points. 

The explanation is simple. It was the low price stocks 
that bore the brunt of the tax-selling in December. 
Now whether or not they made a lasting bottom in De- 
cember, certainly they were more thoroughly “sold out” 
than higher price equities and to that extent enjoyed— 


and continue to enjoy—the strongest technical position. . 


The Dow-Jones rail average also continues a per- 
formance divergent from and superior to that of the 
industrial average. The rail average advanced almost 
a full point since our last analysis was written, reach- 
ing a new rally high within the past week. Again 
the reasons are not hard to find: 1942 will bring rec- 
ord high traffic and operating efficiency; fear of the Gov- 
ernment “taking over” has virtually disappeared; all in- 
dications suggest that within a very few weeks the In- 
terstate Commerce Commission will grant a substantial 
rise in rates to compensate for higher wage costs; and, 
finally, it is likely that an excellent earning performance 
will be turned in, despite coming higher taxes. 

Stocks commanding a premium price for “investment 
quality” or for peace time “growth factor” are especially 
out of current favor. For instance, our average of 15 
high grade common stocks, as shown on accompanying 
graphs, closed at a new low last week, fractionally under 
the low of late December. Among the substantial de- 
clines of recent trading sessions have been those in 
du Pont, Allied Chemical, Air Reduction, Eastman 
Kodak, Liggett & Myers, Beech-Nut Packing and Vick 
Chemical. 

Although its recovery to date has been slight, there 
is tentative evidence in the action of our average of 10 
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armament stocks that the President’s announced goal 
of spending over $50,000,000,000 on the war effort in 
the next fiscal year is influencing a better demand. At 
least this group made its low to date as early as the 
week of December 13. 

Others of our indicators reflect a tendency of investors 
and traders to give preference to speculative bonds and 
preferred stocks on the basis of “closeness” to earning 
power as contrasted with many equities. The tendency 
is, of course, accentuated as we approach Congressional 
action on taxes. There never has been a keener search 
for “situations” promising good earnings “after taxes” 
and attractively priced in relation to such potential. 
Thus, during the past week our average of 10 specula- 
tive preferred stocks made a new rally high on the 
movement since mid-December, closing slightly more 
than 5 points or about 8 per cent above their reaction 
low of December 13. Selective demand continues evi- 
dent for many speculative and medium grade bonds, 
especially among the rails. 

To the extent that it is possible—in so mixed a mar- 
ket—to have an opinion on the general trend, we would 
say that the odds are against significant near-term ad- 
vance, especially in the Dow-Jones industrial average. 
On the other hand, we doubt that the December low in 
this average will be violated—although it must be con- 
ceded to be quite possible, due to the character of quite 
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a few of the thirty stocks of which it is composed. 

We feel on much more solid ground in discussing trend 
in terms of the 270 issues making up our weekly index. 
Its December low of 42.6 proved to be the poorest fig- 
ure seen since May, 1933, and was 1.4 points under the 
lowest level that we had allowed for in previous analyses 
in which we had pointed out that the extreme lows in 
this index all the way back to the start of 1934 had cen- 
tered within the range 46-44 and in which we had been 
very skeptical that this eight-year resistance level 
would be broken. At that, it was not broken by more 
than a modest margin; and we can’t help but feel that 
the great majority of common stocks ought to be worth 
more than they were in the relatively early spring of 
one of the worst years on record for corporate profits. 

If the next tax legislation were six months or more 
in the future, many potential equity buyers—especially 
among traders—would no doubt ignore it and take a 
chance. But the Treasury’s proposals are now close at 
hand and Congress will begin shaping its tax course 
within a very few weeks. When the legislation will be 
completed is anyone’s guess, but probably not before 
April at the earliest. Well before it takes final form, 
however, we will probably have some reliable clues as to 
roughly how the added burden is to be apportioned, as 
to whether the basic principles of the present law are to 
be significantly changed and possibly as regards maxi- 
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mum increase in rates to be paid by corporations. 

Meanwhile, especially with the market showing some 
inclination to “back and fill” within a trading range of 
no very wide limits, investors and speculators have a 
much better than usual reason or excuse to defer 
decisions and commitments. This tendency to await 
some gleam of light on the tax factor probably will 
hold down demand, and with demand curtailed, scat- 
tered and selective liquidation would tend to lower 
average prices at least to some extent. On the whole, 
therefore, while we have no intention of taking a gen- 
uinely bearish view of the outlook at so low a general 
level of prices, we see no need for hurry in buying stocks. 

It is probably true on the average that the lows seen 
in December will prove to have made more than ade- 
quate allowance for any tax increase that is adopted. 
But that doesn’t change the fact that investors are now 
groping in the dark as to the diverse effects of higher 
taxes on individual stocks; and that is really the nub 
of the matter. 


Until this fog is cleared away, it is simply not possible 
to arrive at more than the roughest kind of guess as to 
individual earnings prospects. It is possible, for exam- 
ple—but far from sure—that companies with large in- 
vested capital will have a tax advantage, but there are 
many pitfalls in attempting to apply any such formula 
in advance, not the least of which is that statistical in- 
formation available in published balance sheets is not 
fully pertinent. Balance sheet figures, although appro- 
priate in the accounting made to shareholders, may not 
accurately show the invested capital base allowed by 
the Treasury. Indeed—as many stockholders forget— 
one set of books is kept for them and another for the 
Treasury. 


The invested capital of many companies—allowed by 
the Treasury for tax calculation—is larger than shown 
on balance sheets, due to greater depreciation deduc- 
tions than are allowed by the Treasury for tax pur- 
poses, previous write-down of plant assets, etc. For 
these and various other reasons, balance sheets and in- 
come reports of many companies tend to exaggerate 
vulnerability to excess profits taxation on the basis 
of return on invested capital. 

At any rate, in our view the tax factor is likely to 
be the dominant market influence over the weeks 
just ahead, with the varying news from the war 
fronts secondary. This is not to say that the war de- 
velopments are unimportant. Should Singapore fall, 
probably the psychological reaction would bring added 
pressure on the market. But we are by now so habitu- 
ated to bad news from the Far East that it is open to 
some question whether the market is seriously vulner- 
able on this score. Certainly the setting seems to be 
such that any change for the better in our war with 
Japan ought to have more vigorous market repercussions 
than a continuation of such unfavorable news as we have 
had in recent weeks—especially since the war in Russia 
and Africa is now going our way, so far as it goes. 


Conclusion: We advise against liquidation unless dic- 
tated by individual considerations but regard the side- 
lines as the best place for potential buyers for the present. 
—Monday, January 19. 
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SHORTAGES 
AND 
PRODUCTION 


BY JOHN D. C. WELDON 


I. a nutshell, the vast war production program pro- 
jected by the President means that the American people 
are heading toward plainer living—toward a selective 
curtailment in the supply of civilian goods much more 
drastic than anyone thought probable a few months ago. 

Shortages, barely beginning, will become cumulative. 
There is practically nothing that can really be taken 
for granted beyond the air that we breathe. Unless 
there is heavy rain in the East and Southeast this win- 
ter, millions of us will have to undertake strict con- 
servation of water, for reservoirs are very low and water 
is not only an essential of life but of our industrial, utility 
and transport world. Nature caused this shortage but 
war causes the increased consumption. 

Food and clothing? Total supply will be adequate, 
but range of choice will not be unlimited—and the prob- 
lem of continuing supply is not as simple as it would 
seem at first glance. It takes labor to produce these 
essentials and labor will be increasingly scarce. It also 
takes machinery, which requires steel and other metals 
now more precious than gold. It takes transport to 
carry them, including millions of motor trucks. Total 
transport will be adequate until rubber tires is use wear 
out—but there will have to be careful planning and con- 
servation in our use of it. 

To give priority to war production means that war 
production must have priority in labor, materials, ma- 
chinery, power and transport—up to, but not beyond, 
the point at which disruption of civilian life would 
hamper or impede the war effort itself. 

Read the preceding sentence again. It should clear 
away much confusion of mind. Winning this war is the 
No. 1 national objective. The normal rights and con- 
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Courtesy Youngstown Sheet & Tube 
veniences of civilians are distinctly secondary excepting 
insofar as maintenance of an adequate subsistence living 
standard and a high civilian morale are essential to the 
most effective war effort. To look at the problem any 
other way is to put the cart before the horse. 

The President proposes to spend 56 billions of dollars, 
or fully half of the probable national income, on prosecu- 
tion of the war in the next fiscal year. It is literally 
impossible for the human mind to visualize the innumer- 
able strains that this will put upon virtually all the 
gears in our economic machine—or to translate it readily 
in terms of increased demand for labor, materials, trans- 
port, machinery, power. 

Up to now we have thought of shortages mainly in 
terms of materials and finished civilian goods. That is 
correct, as far as it goes—but it is only part of the pic- 
ture. We are also going to be severely pinched for 
human material. Millions of able-bodied men will be 
inducted into the military services, reducing the poten- 
tial working population to that extent. Yet there will 
be far more work to be done than ever before. In most 
cases where war plants are not now on 24-hour-a-day 
operation, the limitation is labor rather than materials 
or machinery. 

Millions of women not now employed in any gainful 
occupations will have to be put to work at light factory 
jobs or innumerable other jobs through which men can 
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be released for the military services or for heavy indus- 
trial work. Women and children will have to do more 
of the farm labor. We shall not only have to reduce the 
number of styles or designs of essential civilian goods 
but in time, to conserve labor, we may have to concen- 
trate civilian production only in the most efficient plants, 
as England has done. — 

Some fanciful commentators tell us that modern war 
requires 15 civilian workers for every soldier in the field. 
I don’t know what the actual figure ought to be but either 
this one is manifestly absurd or talk of our eventually 
raising an army of 10,000,000 men is a pipe dream— 
for that ratio would require a working population of 
150,000,000 people plus 10,000,000 able-bodied men for 
the services! Our total population—men, women and 
children, oldsters, babies, the sick and the well, 
the blind, the insane and the criminals in jail— 
is only some 132,000,000. 

Suppose we require five working civilians for 
every soldier in the field. In that case a 
10,000,000-man army—and what about the huge 
navy?—would have to be backed by 50,000,000 
working civilians—or not much less than the 
total now gainfully occupied and leaving prac- 
tically no margin of labor for civilian goods 
beyond the barest necessities of life. 


Consider for a moment the aircraft objective 
alone—set by the President at 125,000 planes 
for next year. In flying and ground personnel, 
we must allow for an average or-at least 10 ser- 
vice men for each plane. That would be 1,250,- 
000 men, a respectable-sized army in itself. 

Of course, we may limit the army—of neces- 
sity if not choice—to considerably less than 
10,000,000 men; and we may not reach the Presi- 
dent’s aircraft goal. But any way you look at 
the problem, the strain on our producing re- 
sources—human and material—and the disloca- 
tions of our civilian economy are going to be 
staggering. 

As regards raw material, the happenstance 
of the Japanese war threatens to impose dras- 
tic dislocations in two matters which are 
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peculiarly—in fact, uniquely—important to Americans: 
the rubber tire, without which our more than 30,000,000 
motor vehicles would be immobilized; and the tin con- 
tainer which we use by the billions every year for every- 
thing from canned foods to oil and tobacco. Even if we 
had not had other compelling reasons for stopping the 
production of passenger cars and non-essential commer- 
cial trucks, we would have had to cut it short the 
moment Japan seriously threatened our rubber supply 
line from the Far East. 


The Far East Materials 


It is estimated that we have on hand a total of some 
600,000 tons of raw rubber, with possibly another 100,000 
tons or slightly more “on the way.” How much of the 
latter will get here and when is anybody’s guess. With 
the strictest kind of conservation in production of rubber 
goods for civilians, this stockpile plus synthetics plus 
a tiny trickle of rubber from South and Central America 
and from domestic Guayule, would suffice to serve abso- 
lutely essential needs for several years and probably 
for the duration of the war. The outlook for normal 
civilian uses is something else again. The biggest part 
by far of our rubber imports has come from British 
Malaya. Even if the Japs are eventually driven out, 
they would, of course, destroy all rubber plantations 
within their reach on the retreat, and the bearing Hevea 
trees could not be reproduced except over a rather long 
period of years. The future of the Dutch East Indies 
as a supply source—we have been getting about 35 per 
cent of our total rubber therefrom—is, of course, also 
in doubt. 

In tin—nearly 80 per cent of which has come from 
Malaya and 10 per cent from the Dutch East Indies— 
we are better off. Stocks on hand are sufficient for 
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almost eighteen months of normal consumption. Some 
ore can be had from Bolivia and nearing completion are 
domestic smelting facilities capable of supplying at least 
one-quarter of normal annual needs. Much tin can be 
saved by shifting the packaging of numerous products 
from tin cans to paper or glass enclosures. Finally, an 
electrolytic method is available for depositing adequate 
tin coatings on steel containers with a major tin savings 
as compared to the older dip method. 

Additional products upon which we have been wholly 
or importantly dependent on the Far East include palm 
and coconut oils, quinine, spices, kapok, hemp and 
chrome ore. Should the Burma Road be cut, supplies 
of Chinese tungsten, antimony, tung oil and pig bristles 
would be cut off. The changed shipping situation in the 
Pacific puts doubt on future imports of Indian burlap, 
shellac and goatskins, and possibly on Australian wool, 
sheepskins and lead. As regards all important Far 
East products, conservation measures either have been 
put into effect or can be taken for granted for the 
future. 

We will have plenty of cotton for clothing and indus- 
trial uses. Probably there will be plenty of cellulose 
pulp for the needs of both the smokeless powder plants 
and the rayon industry—but acetone and acetic acid— 
used in making acetate rayon—will be a shortage prob- 
lem. Silk is out. The best silk substitute—du Pont 
Nylon—is needed by the Government for parachutes, 
and the quota for civilian consumption has already been 
cut sharply and probably will in time be cut further. 
Restrictions on use of new wool will cut first quarter 
manufacture of woolen goods by 60 per cent from the 
first quarter volume of 1941, with a cut of 50 per cent 
in worsteds, but by mixing in old material actual yard- 
age reduction will be much less. As a sample of what 
to expect, in future you probably can’t buy a man’s suit 
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Civilians will obtain only essential rubber supplies. 
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with two pairs of trousers, or a double-breasted coat and 
the familiar vest may be dispensed with. 

You already are fully aware that all products made 
of metals—any kind of metals—will either not be avail- 
able to civilian purchasers or will be severely restricted 
except in the absolutely essential uses such, for instance, 
as steel and tin for food containers. So we will skip over 
this familiar field of shortage. 

To civilians, the substitution of plastics for metals is 
a purely theoretical matter. The Government is taking 
all of the output of most plastics. Even if it were not, 
facilities for making plastics and fabricating them into 
finished goods would be hopelessly inadequate as a sub- 
stitute for civilian metal goods—not to mention the non- 
availability of fabricating machinery and labor. 

A volume would be required to discuss all 
shortages in sight, so let’s cite a few random 
cases which will change your family habits in 
greater or lesser degree. Take the sharp restric- 
tions on use of ethyl and methyl alcohol. Does 
that mean anything to you? You bet it does. 
It means that alcohol for the anti-freeze pro- 
tection of your automobile’s water system will 
be scarce or non-available—and the same goes 
for other chemical anti-freeze mixtures—so that 
this unlooked for deficiency may put many cars 
out of use, at least in winter time, long before 
the tires wear out. 


Scarce Chemicals 


And the restriction on ethyl alcohol means a 
cut of 15 per cent this month and 30 per cent 
in February in use of this material in such things 
as soaps, mouth washes, rubbing alcohol, bay 
rum, hair and scalp preparations, body deodor- 
ants, face and hand lotions, perfume, shaving 
creams, tooth cleaning preparations, witch hazel 
and vinegar. 

Use of molasses for rum and various other 
purposes has been restricted. There will be a 
moderately tight situation in sugar unless sub- 
stantial imports are (Please turn to page 462) 
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Tax bill won’t be elbowed speedily through Congress. It 
will be months in the making. Legislators are ready to 
give the President his 56 billion dollar war chest without 
reluctance but their fervor will be cooled with caution 
when it comes to raising the money. There’s genuine 
fear of piling too much weight on the revenue end of 
the economy see-saw, and Congressmen won’t construe 
national unity as obliging them to okay the Treasury’s 
pocket-emptying proposals. 


March fifteenth is an impressive barrier to hasty rev- 
enue legislation. The Senate, if not the House, will wait 
until after that date to pass the bill. Forward-looking 
lawmakers want to eye the March 15 income tax returns 
and thereby acquire at least a curbstone idea of experi- 





Washington Sees: 


The Government's decision to keep its big 
guns turned on Hitler while fighting only a delay- 
ing war for our Pacific possessions will soon be 
under bombardment from Capitol Hill. 


That phase of national unity outlawing all 
criticism as unpatriotic is deteriorating. Letters 
condemning Far Eastern war policy are cascading 
into offices of Senators and House members. 
Shortly these will find utterance in speeches and 
statements by the legislators, cautious at first, 
then more bold. 


But the war front won't be altered. British and 
Russians have convinced President Roosevelt that 
Hitler is the overlord to crush, that Japan will 
then collapse. That has become the President's 
objective. 


The public—and Congress—face the unpleas- 
ant task of digesting bad news from the Pacific 
for many months to come. 
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ence under the 1941 law. Congressional tax specialists 
claim the Treasury underestimated by at least a billion 
dollars the probable ante from 1941 income tax revisions. 
Verification of that might twist 1942 legislating. 


Withholding tax is inevitable. But it won’t be Treasury 
Secretary Morgenthau’s 15 per cent superimposed on ex- 
isting income levies. That’s too realistic for Congres- 
sional imagination or practicality. Probably it won’t be 
more than 5 per cent, maybe less. 


Manufacturers excise tax—a general one—gains sup- 
port on Capitol Hill. It’s less painful than direct scalp- 
ing of pay envelopes. It’s also less productive. But you 
can safely wager a dime or two this method of revenue 
tippling will be-legalized. 


Average earnings basis for corporate excess profits tax 
may be finally outlawed by Congress. Treasury de- 
mands for the junking of this method under which past 
earnings gauge exemptions from excess profits assess- 
ments have hitherto been ignored. But now the Presi- 
dent is personally pleading for abandonment of this 
system. He argues no corporation should be permitted 
to make big profits during the war just because it did be- 
fore the Jap attack. 


Price control law can be used to hold down war profits 
if Congress fails to enact straight-jacket excess profits 
tax or profits limitation legislation. That’s one of the 
trial balloons floating about Washington. It’s said Price 
Administrator Henderson can and may hold down profits 
by setting maximum prices for all war implements sold 
to the Government. Nothing like this is anticipated 
until Congress has been given ample opportunity to curb 
profits by direct statute. 


Freight facilities rationing can be expected before the 
end of this year. This will be to help rather than hinder 
the rails. No real shortage of rail transportation is an- 
ticipated, but the Office of Defense Transportation can 
avoid pressure on the carriers and minimize confusion 
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by giving defense business priority on needed car space. 
Rails will gladly cooperate. 


Solid fuels are believed available in adequate supply to 
meet war-time demands. Harold Ickes as Solid Fuels 
Coordinator isn’t expected to come up with any short- 
age, phoney or otherwise. Production of bituminous 
coal, anthracite and coke has reached an all-time peak 
and can be further expanded. Only possible bottleneck 
—and it’s remote—is inadequacy of rail and barge trans- 
portation to industrial centers. 


Telephone facilities won’t be requisitioned by the Gov- 
ernment as in World War I. But you can expect some 
sort of priorities control over long distance communica- 
tion. Private users aren’t keeping off trunk lines as 
urged by the OPM. Congestion 
will necessitate official Federal 
grabbing. 


Tin reclamation from used cans 
won’t be undertaken by the war or- 
ganization until and unless is be- 
comes imperative to conserve this 
metal without regard to cost. De- 
tinning expense is now regarded as 
prohibitive. Also it involves tech- 
nicalities. It can be done on a large 
scale but won’t be unless the pres- 
ent gap between supply and de- 
mand widens dangerously. 


40-hour week is on its way out by 
either legislation or executive or- 
der. Business as usual for the re- 
formers will be jettisoned along 
with business as usual for industry. 
Plain fact is that not enough ma- 
chine tools can be produced to 
make realization of the 56 billion | 
war effort possible with workers on the job only 40 
hours. Time and one-half pay has become too costly, 
so most labor will be asked to produce longer hours at 
regular pay. 


effort. 


Machine tool manufacturers are uneasy over price con- 
trol ceilings. Unless the O P A changes its mind and 
regulates subcontractors as well as prime contractors 
chaos may take over. Subcontractors are especially 
important in this industry. If they’re permitted to jack 
up prices while assembly plants are required to oper- 
ate under ceilings, production may be dangerously 
slowed. 


Synthetic rubber has heads together and tongues wag- 
ging. Senate Patent Committee members are stirred by 
whispers that a big name in the rubber industry has 
perfected a super synthetic tire but is holding it off 
the market. An investigation may be forthcoming. 
And don’t be surprised if Federal Loan Administrator 
Jesse Jones is hauled on the carpet to answer com- 
plaints that he has been delaying expansion of the 
synthetic rubber program by tight-fisting funds avail- 
able for new plants. 
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Donald M. Nelson, top man in the defense 


His powers are as vast as the 
President's. 


Lend-lease agreement with the British has bogged 
down in diplomacy. Roosevelt has been supplying 
Britain without any pact on repayment. Such a docu- 
ment was being negotiated before Pearl Harbor, but 
now that we’re in the war beyond withdrawal the 
British have demurred -at continuing these discus- 
sions. They say let’s win first and then talk settle- 
ment. State Department bargainers have been out- 
maneuvered again. 


Dehydrated food industry will be encouraged to ex- 
pand. This reverses an earlier OPM decision. The 
about face stems from (1) growing scarcity of tin for 
cans, (2) certainty of an AEF which will consume 
dehydrated foodstuffs in huge quantities. Supply- 
ing the industry with needed machinery, however, 

remains a_ perplexing problem. 


Regional jealousy is finally fad- 
ing from the ship building program. 
Believe it or not, but the Maritime 
Commission and Navy had been 
keeping available yards idle simply 
because of demands that no region 
be allowed to “hog” contracts. That 
flimsy sham has been exploded by 
real war. First constructive result 
is a Navy directive that Electric 
Boat Company build submarines 
at the long-closed old World War 
yard of the Groton Iron Works in 
Connecticut. Pressed months ago 
to have the yard reopened, tough- 
talking Maritime Commissioner 
Land swore, retorted that New 
England already had a “hog’s” 
share of contracts. Now more idle 
yards will be revived. 


Cosmetics industry can’t avoid 
war curbs with its ballyhoo that beauty preparations 
are essential to maintain morale. Already O P M has 
ordered a 30 per cent slash in alcohol for perfume, 
hair tonics, etc. More curtailments will be forth- 
coming. War makers aren’t impressed by the plea 
that sweet-smelling ladies should have priority over 
guns. 


Defense bond buying is expected to fall off sharply 
after March 15. Pearl Harbor stimulated purchases by 
the American public. March 15 income tax reckoning 
will scare the public into hoarding dollars for tax pay- 
ments. The Treasury hopes this alarm will be only 
temporary, that wage earners will later buy bonds as 
well as pay big taxes. 


Small industry will shortly be offered cheap Federal 
loans to finance conversion into war plants. The idea is 
to accept Government contracts as collateral. The RFC 
will lend the little fellow enough to cover his war con- 
tract expenses. Repayment will come from supply con- 
tracts and the small contractor will still have his profits 
less a small interest charge. Further steps will be neces- 
sary to save small business. 
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Wide World Photo 


The Market Valuation 


of War Earnings 


Precedent of World War | is Not a Valid Guide 


BY WARD GATES 


1. the present war there has been a pronounced ten- 
dency toward a declining ratio of common stock prices 
to corporate earnings. This has surprised no intelligent 
investor, as precisely the same thing happened in 
World War I. 

The reasons—material and psychological—for rela- 
tively low price-earnings ratios in time of war are also 
familiar: (1) Profits of arms producers are regarded as 
temporary and, being limited to the uncertain duration of 
the war, are obviously unable to command “normal” capi- 
talization in the market; (2) war earnings at any given 
time must carry a market discount to allow for possible 
future increases in Federal taxes; (3) inflated industrial 
volume and prices create need for greatly increased work- 
ing capital, with the result that a smaller than “nor- 
mal” proportion of earnings is paid out in dividends. 
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Within limits which cannot be precisely defined, these 
generalizations are valid. But, like most generalizations, 
they leave considerable leeway for qualification—and 
pro and con debate. 

For instance, some financial analysts point out—as is 
quite true—that current price-earnings ratios for most 
“war baby” stocks are considerably higher than the 
lowest price-earnings ratios established during World 
War JI; and from this they reason that war stocks are 
still over-priced and ought to decline much further. 

Yet a very significant fact, which many people over- 
look, is that the market capitalization of the earnings 
of the average “peace company” is also very consider- 
ably higher.than the lowest capitalizations established 
during World War I. Is that of itself a valid reason why 
prices of such stocks should go lower? Not at all. If you 
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contrast the pre-war year 1939 with the pre-war year 
1913, it will be noted that, on the average, market 
capitalization of equity earnings was far higher in the 
Jatter year than in the former. In other words, disregard- 
ing the two wars for the moment, something happened 
over that quarter of a century or so to bring about a sub- 
stantial net rise in common stock price-earnings ratios. 

The twofold reason for the change is obvious: (1) 
common stocks became much more widely accepted as 
investment media by individuals, institutions and cor- 
porations; (2) as between the two periods, the great 
decline in available yield on “safety first” investments 
tended to increase the relative attraction—and hence 
the earnings capitalization—of equities. For instance, 
throughout the period of World War I, best quality long 
term bonds yielded almost twice as much return as at 
present. 

In 1915, American investors were figuring on a neutral 
war boom, good earnings and taxes “as usual.” For that 
year, as will be seen in the accompanying tabulation, 
four of the best known and most typical consumer goods 
stocks were priced at an average of 10.47 times their 
average earnings per share. In 1936—a fairly good 
peace year in which investors were generally hopeful— 
the same stocks were priced at an average of 21.7 times 
average earnings per share. As between the two years, 
the market capitalization of earning power was more 
than doubled. 

In 1915 four of the most popular war stocks of the 
time were priced at an average of 8.6 times that year’s 
average earnings per share. In 1936 the same stocks 
were priced at 20.65 times earnings. 

During World War I the year 1916 saw the low in 
price-earnings ratios of the war stocks, the year’s average 
for the four used in these calculations having been 2.23 
or a reduction in earnings capitalization of approxi- 
mately 74 per cent, as compared with the average of 
1915. For 1941 the average price-earnings ratio on these 
four stocks was 5.6 and it is interesting to note that the 
decline as compared with the high of 1936 was about 
73 per cent. , 

For the four peace stocks used here, lowest price- 
earnings ratio in World War I was established in 1918 
at an average of 7.05 or a shrinkage of about 32.5 per 








cent from 1915 average of 10.47. For 1941 their average 
price-earnings ratio was 11.16 or a shrinkage of about 
48 per cent as compared with peak price-earnings ratio— 
for recent years—of 21.70 for 1936. In deriving these 
figures the writer has used average—that is, mean— 
market prices for the various years. 

As previously indicated, the general level of equity 
price-earnings ratios should be somewhat higher now 
than twenty-five years ago, on the basis of increased 
acceptance of common stocks for investment plus re- 
duced yield on most other types of investment. The 
most striking fact in the above cited changes in price- 
earnings ratios is that the four war stocks’ ratios de- 
clined from pre-war high by just about as much— 
through 1941—as they had done in World War I, but 
the four consumers’ goods stocks, on the same basis 
of comparison, suffered a much more severe shrink- 
age in market capitalization of earnings than in World 
War I. 


Civilian Dislocations j 


True, the limited group used here includes two— 
Woolworth and American Tobacco—that have been 
especially hard hit. But there have been so many 
changes in economic conditions and stock listings in 
twenty-five years that it would be impossible to set up 
any fully adequate composite of consumer goods stocks 
today for comparative purposes. Nevertheless, despite 
qualifications and exceptions, we have ample evidence 
that any broad list of consumer goods equities would 
show a relatively greater decline in price-earnings ratios 
than was experienced in World War I. 

There would seem to be valid reasons for this. In the 
first place, this total war will inevitably dislocate the 
civilian sector of our economy more drastically than did 
World War I. In the second place, the announced 
objective of the Administration—which it may or may 
not attain in Congress—is to get much higher taxes from 
all prosperous corporations, regardless of whether earn- 
ings come from “normal” business or not. This means 
that the tax contingency is more of a threat to non-war 
enterprises than was the case in World War I. To this 
extent, the former gap in earnings capitalizations—as 





Valuation of Four "War Babies" In Two Wars 


(U. S. Steel, Anaconda, American Steel Foundries, New York Air Brake) 


1915 1916 1917 1918 1936 1937 1940 1941 
Avdigen Ginnie. ci oases: $7.34 $43.72 $26.33 $16.98 $ 2.48 $ 4.53 $ 4.85 $ 6.35 
Average market prices.................005. $63.70 $97.62 $91.37 $90.81 $51.21 $61.53 $37.71 $35.59 
Average price-earnings ratio................ 8.6 2.23 3.47 5.35 20.65 13.58 7.78 5.6 
Average dividend................... $ 3.00 $ 8.44 $14.94 $15.37 $ 1.19 $ 1.69 $ 2.38 $ 2.88 
Average dividend yield................... 4.7% 8.64% 16.24% 16.92% 2.32% 2.75% 6.31% 8.1% 


Valuation of Four Consumer Goods Stocks In Two Wars 


(American Tobacco, National Biscuit, Sears, Roebuck, Woolworth) © 


1915 1916 1917 1918 1936 1937 1940 1941 
PGCE GHEE, ooo an Si cies cere do owen $15.09 $18.08 $17.47 $19.28 $ 3.15 $ 3.72 $ 4.03 $ 3.76 
Average market price...............--0005 $158.00 $166.00 $144.00 $136.00 $68.36 $57.10 $52.85 $41.96 
Average price-earnings ratio................ 10.47 9.18 8.25 7.05 21.70 15.35 13.11 11.16 
PNPM a 5) 6. ice oo Baccesigcs cemeet $10.31 $10.44 $10.75 $10.75 $ 3.19 $ 3.63 $ 3.31 $ 3.09 
Average dividend yield.................4. . 7.46% 7.90% 4.67% 6.36% 6.26% 7.36% 
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between peace stocks and war stocks—has been properly 
narrowed, though by no means eliminated. 

It is not to be expected that price-raising can offset 
the impact of higher taxes on corporate profits. That 
being so, the only really effective offset is much higher 
volume. But as more and more of our total productive 
effort is shifted to war and away from output of civilian 
goods, volume prospects for non-war enterprises in the 
aggregate become increasingly less favorable. 

In contrast, it is self-evident that war enterprises 
have by far the best relative volume and earnings pros- 
pects for the duration of the war demands. If there 
were no investment qualms concerning that matter of 
duration, obviously war stocks would command much 
higher market capitalizations of earning power than they 
now do—indeed higher price-earnings ratios than most 
non-war stocks. 

Now, of course, no one can foresee how long this war 
will last—but, in the writer’s opinion, there are certain 
logical probabilities in the long range picture which have 
not had adequate attention and which should in due 
course alter—on the upward side—the investment and 
speculative consensus as to the capitalized value of war- 
time earnings, at least as regards many individual 
equities. 

After Germany was beaten in World War I, the United 
States returned — psychologically and materially — to 


“business as usual” fairly promptly, we believed that the 
threat of militarist aggression to us was permanently 
ended, we thought our best bet was to resume minding 
our own business and leave leadership in foreign fields 
to others, we thought Europe was on its way to lasting 
disarmament, we rapidly demobilized our armed forces 
and we let our war industries either decay or revert, 
where possible, to full civilian production. 

Can it be the same this time? It scarcely seems pos- 
sible. Indeed, it would appear that only one thing could 
bring about complete demobilization of our men and 
war industries—a complete Axis victory and a peace 
dictated to us. The only other alternatives are a nego- 
tiated, compromise peace or a peace dictated by our side. 
The former seems improbable but is not impossible. 
Unless the war ends with Germany and Japan impotent 
and disarmed, certainly we would have to maintain 
powerful armed forces and war industries indefinitely. 

Consider the other alternative—a peace dictated by 
the Allies. In that case, two questions present them- 
selves: (1) Are we going to play a dynamic role in 
international politico-economic leadership in enforcing 
the peace, in “policing” the world? (The present 
temper of our public opinion points that way.) (2) 
Even if we make a partial return to our traditional 
isolationism, would the post-war world situation permit 
anything like return to “normalcy” in the set-up of 

our military establishment and our industries? 
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The future trend of the war has a major bear- 
ing on the second question. For instance, up 





until a relatively short time ago we did not 





PRICE-EARNINGS RATIO 
OF U. S. STEEL COMMON 


WHITE BARS, RATIO TO YEAR'S HIGH 
BLACK BARS, RATIO TO YEAR'S LOW 
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expect Russia to play a major role in the war 
against the Axis. Now it begins to dawn on us 
that Germany may have to reckon with a for- 
g midable Red Army for the duration. It is pos- 
sible, if not probable, that when the end comes 
for Hitler, Russia will be in on it in a big way. 








In that case, Russia would have plenty to say 
about the peace—and the post-war balance of 
power in Europe and Asia. 











Now Russia and the United States happen to 
be on the same side in that each is at war with 
Germany, and in that Russia has strong reasons 
of self-interest in desiring to see Japan’s expan- 
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sionist power smashed. But surely we can have 
no illusions. Russia is not fighting for democ- 
racy or any of the “four freedoms” expounded 





PERCENT 


20-— 


by Mr. Roosevelt. Russia is fighting for Russia; 
and Russia is dominated by a completely ruth- 
less dictatorship which has expansionist ambi- 
tions of its own and which has a yen to its own 
brand of world leadership, at least as regards the 








vast land mass of Europe and Asia. 

When the Axis is beaten, Russia will have by 
far the most formidable army—actual or poten- 
tial—in Europe and Asia, at least partly 

















Oi 





equipped by the U. S. and Britain. The writer 
is not predicting eventual conflict, but obviously 
the present chance community of interest be- 
ween Russia, the U.S. and Britain is not perma- 
nent. Mutual suspicions are present even now. 








1936 1937 1940 1941 
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AVERAGE 


Does anyone suppose these would be ended in the 
post-war world? Certainly post-war Russia— 
unless made impotent (Please turn to page 460) 
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Security Re- Appraisals 
and Dividend Forecasts 


PART 1 


Industrial volume and profit trends, with outlook 
and ratings for individual Food, Tobacco, Rail 
and Public Utility Issues. 


= war has already brought drastic changes in 
American business, with widely differing effects upon 
individual industries and companies. The months ahead 
will bring further sharp changes. 

It therefore cannot be too strongly emphasized that 
periodic re-appraisal of security holdings is absolutely 
essential if the investor is to have any hope of safe- 
guarding accumulated capital and of maintaining both 
adequate and dependable income return. It is to that 
practical purpose that our 1942 security re-appraisals 
and forecasts are shaped in this and the following three 
issues of THe MacGazine oF WALL STREET. 

The essential information, ratings and opinions offered 
on individual securities are presented as concisely as 
possible for the convenience of subscribers. Please note 
that we claim no powers of clairvoyance. We carefully 
weigh the known factors, the apparent trends and the 
reasoned probabilities—but no one can predict the 
unpredictable. The surprises of 1941 necessitated re- 
vision of many earlier investment opinions and calcula- 
tions, no matter how rationally they had been made. 
Similarly, unforeseeable developments no doubt will re- 
quire future revision of some of the opinions and ratings 
presented in these issues. But we make it our business 
continuously to watch for the unforeseeable event— 
as well as to project the foreseeable—and to interpret 
its effect upon individual industries and corporations. 
In that sense each bi-weekly issue of our magazine con- 
stitutes a “re-appraisal.”” We therefore say candidly that 
you will get the maximum usefulness out of the service 
offered on following pages—and in the next three issues— 





only by making use of our facilities continuously through 
the year. In addition to our published material, you are 
invited and urged to use our personal inquiry department 
under the conditions defined on page 455. 
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To meet new needs, several innovations are made in 
the material presented on individual securities. The 
average earnings of 1936-1939 and book value, presented 
in the first two columns of the tables, gives useful guid- 
ance as regards vulnerability to excess profits taxation, 
as explained in the footnotes. The higher the 1936-1939 
earnings in relationship to current earnings—or the 
higher the book value in relationship to current market 
price—the more favorable is the tax position. In addi- 
tion, we include a general tax rating as follows: a.— 
“Should be able to absorb higher taxes without undue 
difficulty.” b.—‘Not likely to be subject to heavy excess 
profits taxes.” ¢—Higher taxes will probably reduce 
earnings.” d—‘Higher taxes may imperil recent rate 
of dividend.” e.—Higher taxes may restrict dividend.” 

Note that the record of dividend paid in 1939 is a con- 
venient reminder of normal distributions in a fair 
“peace” year. The key to our regular ratings of invest- 
ment-market quality and earnings trends—last column 
in the table preceding comment—is as follows: A—High 
Grade investment quality; B—Good; C—Medium Grade; 
D—Marginal; E—Low Grade; while the accompanying 
numerals denote current earnings trends thus: 1—Up- 
ward; 2—Steady; 3—Downward. For instance, Al 
denotes a high grade investment issue with an upward 
earnings trend and D3 a marginal issue with a down- 
ward earnings trend. 

Selected issues which are recommended for safe income 
are denoted by a star symbol preceding the company’s 
name; issues recommended for cyclical appreciation are 
marked with a dagger; and issues favored for both in- 
come and appreciation are marked with an asterisk. 
Timing of purchases for appreciation should accord with 
the general trend advice given in our regular market 
analysis in the forepart of each issue. 

















War Atlas 
of Industry 
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BY J. C. CLIFFORD 


; wen the second World War is 
variously affecting industrial vol- 
umes and profits has long been clear 
to readers of this Magazine. These 
variations will become more _ pro- 
nounced this year than heretofore, 
inasmuch as entry of the United 
States into actual combat has defi- 
nitely upset the industrial applecart. 
To provide full coverage of present 
and probable developments under 
war conditions, we are devoting this 
issue and the next three issues large- 
ly to analysis of leading industries 
and individual company appraisals. 

Charts—when carefully devised— 
accomplish for industrial and _se- 
curity analysts what X-rays do for 
the medical profession. To permit 
quick study and comparison of in- 
dustrial volumes and profits, the 
charts accompanying this article 
have been computed on an index 
basis, using as a statistical base the 
averages for the five pre-war years 
1935-1939. In all instances, the 
profits indexes have been computed 
on reported earnings of a sufficiently 
large number of representative com- 
panies to provide a reliable indica- 
tion of profits trends of the industry. 
The data for 1941 have been esti- 
mated by Tue Macaztne or WALL 
Srreet Staff on the basis of infor- 
mation now available. The index 
method, of course, not only permits 
readers to make quick direct com- 
parisons of recent volume and earn- 
ings trends of the industries here 
charted, but permits ready compari- 
son with relative levels obtaining in 
the more or less “normal” years pre- 
ceding the outbreak of war. 

The railroad, utility, and the vari- 
ous food industries as well as the 
leading companies in these indus- 
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Trends 





F. P. G. Photo 


tries are covered in some detail on 
succeeding pages. In addition to 
the charts on these industries, we 
present charts on the oil, paper, 
and rayon industries so as to clarify 
additionally the diverse trends which 
actually obtain. Similar graphic 
presentations will be offered to sup- 
plement the industrial and company 
studies to be made in the next three 
issues. 

The utility industry is a conspicu- 
ous example of a war casualty. 
Whereas electric power consumption 
will reach new highs this year, the 
rigidity of rate structures coupled 
with rising trends in operating costs 
and especially taxation will prob- 
ably result in further earnings re- 
cession during the course of 1942. 
Except in a few special instances 
where the industrial load will record 
sharp gains, most utility operating 
companies will have insufficient im- 
provement in volume and _ gross 


Comparing Industrial Volume-Profit 


Under Impact of War 


revenue to help offset the tax in- 
creases in prospect this year. In 
fact, expectations are that income 
before taxes for the industry as a 
whole will decline as a result of 
higher wage, fuel, depreciation, and 
other operating expenses. Conse- 
quently, many utility companies 
may be compelled to make further 
downward readjustments of dividend 
payments. 

The railroad industry, on the 
other hand, has staged a remarkable 
earnings comeback which has been 
accentuated by the leverage of heavy 
fixed capitalization. A record volume 
of freight was carried in 1941, and a 
new record this year is clearly sug- 
gested by the tremendous industrial 
expansion projected to meet war 
requirements. Further earnings ex- 
pansion will depend on how severe 
the new taxes will be, and also on 
whether permission is granted for 
rate advances as an offset to the 
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wage increases which went into 
effect in the closing months of 1941. 
Technical action of the rail stocks 
has been favorable in recent weeks, 
apparently in recognition of better- 
than-average earnings prospects. 

Prospects for the oil industry have 
become less promising as a result of 
the sharply restricted availability 
of new tires, which is expected to 
curb car use and gasoline consump- 
tion. Only a partial offset is indi- 
cated by probable military demands, 
in the event a large number of car 
owners should decide to use their 
cars less frequently so as not to wear 
cut tires too quickly. The outlook 
for the industry would brighten, 
however, if Far Eastern develop- 
ments should take a turn for the bet- 
ter and assure reasonable continuity 
of crude rubber shipments, or if the 
rapid increase in synthetic rubber 
production now planned should 
promise adequate conservation of 
present relatively large crude rubber 
stocks, and permit liberalization of 
tire sales. 

Since only a moderate increase in 
rayon yarn output is indicated for 
this year, the heavier taxes in 
prospect are expected to reduce 
earnings of rayon producers at least 
moderately under last year. 

Continuation of capacity opera- 
tions is assured integrated paper 
companies with adequate pulp sup- 
plies, but, since sales gains will be 
moderate, lower profits are indi- 
cated for this year. 

The food industries are discussed 
in some detail on subsequent pages. 
Prospects in the dairy products field 
are regarded as relatively promis- 
ing, in view of the further expan- 
sion indicated in demand from the 
Government for the armed forces 
and the allies. Continuance of satis- 
factory earnings levels is indicated 
for producers of packaged foods, 
since good demand is anticipated, 
while package sizes and contents 
can be varied if necessary to meet 
market conditions without change 
in prices. The outlook for the bak- 
ing industry is not particularly 
bright, since costs are advancing 
and consumers are price conscious, 
both with respect to bread and cake. 
Cake and specialty sales normally 
provide the greatest profit, but 
prospective personal income taxes 
may reduce consumer buying power 
and lower sales volumes. 
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Mixed Outlook for Food Companies 


Sugars and Meat Packers in Favored Position 


{a demand for foods will set 
an all-time high in 1942 but pros- 
pects for the different branches of 
the industry are notably mixed and 
for some higher costs and taxes will 
probably impair former earning 
power. 

All major types of food are of 
equal importance in a war economy. 
The lack of any particular item is 
more often than not compensated 
for by the use of another. Thus, fats 
—both vegetable and animal—fre- 
quently are called upon to furnish 
nutriment normally obtained from 
other foods while sugar exchanges its 
role of a confection for that of a po- 
tent source of food energy. But per- 
haps the most important food for 
the armed forces is meat in its va- 
ried forms and thus becomes perti- 
nent to open this food discussion 
with some comments upon the meat 
packers’ prospects. 

Meat packing is one of our prin- 
cipal industries. In 1939, the industry produced more 
than $2.6 billion of various meat products and we con- 
sumed all but a small amount of them. But even 
so, the per capita consumption of meat in that year 
(131.0 pounds per person) as well below the high point 
of 148.5 pounds per capita reached in 1924 and never 
since equalled. The drop in the consumption of meat 
was occasioned by only one thing and that was that 
the price of meat placed it beyond the reach of a sizable 
part of our population as far as a steady diet was con- 
cerned and that part of the population adopted sub- 
stitutes. The Army and the Navy, however, have no 
price inhibitions and will feed their personnel full meat 
rations with the result that the per capita consumption 
of meat products will mount sharply. 

The meat packers work on a very modest profit mar- 
gin but turn over their products as rapidly as they are 
ready for consumption. Fresh meats are held but for a 
few days to avoid weight shrinkage while processed meats 
move less quickly but, even in slow years, finished in- 
ventories are of only a minor part of the year’s pack. 
The packers’ raw materials prices will undoubtedly be 
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higher but the increased costs will be passed on to the 
consumer and there will be no inventory problems to 
absorb earnings at the close of their fiscal year for the 
excellent reason that there will probably be very little 
inventory. Profit margins will hardly be increased 
despite their currently modest levels but the sharp up- 
trend in volume of production will afford the packers a 
high rate of net income—sufficient, in most instances, to 
overcome higher taxes while at the same time affording 
earnings substantially above those of a year ago. Thus, 
it is probable that the current fiscal year of the packers 
will be a properous one for peak consumption of meat 
and its products is assured at prices with which most 
consumers—including our armed forces—will not be dis- 
posed to quarrel. 

On the other hand, while bread is considered to be 
“the staff of life’ the outlook for the bakers of com- 
mercial products is not bright. The Army and the Navy 
buy raw materials for breadstuffs and do their own 
baking. Only the civilians consume commercial baked 
goods and the civilian can—if desired—do the same 
thing as the military if the price of the manufactured 
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ty General Foods 


baked goods gets beyond his desire to pay. It has long 
been a demonstrated fact that there is but little profit in 
the bread making business. The greatest profit is in the 
sale of cakes and specialties of which the consumer is not 
quite so price conscious as he is of bread. Commer- 
cial bakers prosper when consumer incomes are high 
mainly because luxury sales mount. Good times or 
bad, the volume of bread consumption remains relatively 
stable. But bread sales would not remain stable if it were 
not necessary for the baker to defer to the consumer’s 
notions of fair bread prices even if that notion allowed 
very little or even no profit to the baker. The most 
recent advance in the retail price of bread by the large 
commercial bakers has met with consumer resistance in 
some sections of the country. Indeed, so great has this 
resistance become that in one instance, at least, it was 
necessary for the baker to rescind the price advance to 
keep from losing the bulk of door-to-door business built 
up at great expense in recent years. 

Bread making materials are going higher. Flour costs 
will increase, certain shortenings—cocoanut oil for in- 
stance—are no longer generally available and sugar is 
already in a position to advance substantially in price, 
excepting as officially restrained. Coupled with this is 
the fact that if proposed income taxes are levied on con- 
sumers then there will be less purchasing power avail- 
able for food luxuries such as commercially baked cakes 
and the like with the result that the bakers may lose a 
substantial part of their most profitable sources of 
income. 
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The same factors apply to the position of the 
cracker bakers, although here their impact is ac- 
centuated by the fact that the greatest propor- 
tion of the specialty bakers’ products are within 
the so-called luxury class. It is not meant to im- 
ply, by any means, that the cracker makers will 
find no market for their products for such is far 
from the case. But it is becoming increasingly 
evident that sales volume-tonnage will decline 
unless selling prices are held within that vague, 
self-constituted, consumer limit and, if they 
are, higher material costs will cause profits to 
suffer. If, on the other hand, profit margins are 
maintained at even current modest levels, then 
the cracker bakers must look for a period of 
declining sales—both tonnage and dollar basis— 
and likewise a dropping off in net income. 

The first world war sharply bolstered the for- 
tunes of the dairy product manufacturers. This 
time, there will be even greater quantities of 
milk and milk products consumed, but the 
profits accruing from their sale will hardly be 
quite as robust as they were a quarter of a 
century ago. Dairy herds have been on the 
increase since the close of the last war and the 
yield per animal has been constantly on the 
increase. Despite the fact that we now have 
available record quantities of milk production 
capacity, there will probably be some civilian 
shortage, and what there will be available will 
be at a higher price. The armed forces and our 
allies will require practically all of the milk 
products producible over and above the mini- 
mum requirements of our civilian population. 

Packers of milk and milk products are in somewhat 
the same position as are the meat packers as far as 
profit margins are concerned. These will remain stable 
and the sharply higher sales volume should therefore 
result in some increase in earnings. Costs of raw mate- 
rials and selling prices are not material in this instance, 
since all of the milk is required and the Government is 
not inclined to question the price as long as the margin 
of profit is not unreasonable. But while earnings will 
be better than those of a year ago, stockholder participa- 
tion will probably be somewhat smaller. This is mostly 
because of the fact that huge sales volume entails sub- 
stantially higher inventories—many milk products, such 
as cheese, must be cured for a fairly long time before 
they are usable—and recently, many dairy companies 
have been financing inventories from current earnings. 





Canners' Prospects Good 


The food canners’ prospect are fairly satisfactory, for 
they too are well assured of a market for all of their prod- 
ucts and the expectations are that the pack this year 
will be approximately 10 per cent greater than that of 
a year ago. There will probably be a great revival of 
“war gardens” this year where all having available land 
will attempt to grow at least a small part of their vege- 
table needs but, on the whole, such civilian activities 
will have no effect upon the food canners whose entire 
output can be absorbed by the Army, Navy and Lease- 
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it. As it is, there will probably be 
a moderate civilian consumer short- 
age of certain articles such as fruit 
and vegetable juices and canned 
fruits. 

Food canners’ costs will be higher 
and there may be some difficulty in 
obtaining adequate supplies of metal 
containers—at least for civilian re- 
quirements—but for the present, at 
least, there will be no difficulty in 
passing along a sizable part of the 
higher costs to the purchasers and 
thus profit margins will probably be 
maintained. Canned goods sales to 
civilians have been high. Better- 
than-average consumer incomes and, 
perhaps, a certain amount of food 
hoarding, may account for these 
gains. There may be some price 
freezing of canned goods but, since 
they are almost all agricultural prod- 
ucts, prices will hardly be frozen 
below actual costs, and will prob- 
ably be closely geared to the actual 
prices of the raw materials. The necessity of changing 
from metal to other packages will, in some instances, 
further add to manufacturing costs, but it is probable 
that little consumer resistance will be encountered to 
price advances to offset them as long as consumer 
incomes remain at around current levels. 

Packaged foods will remain in good demand and their 
packers should have no difficulty in obtaining prices in 
keeping with their higher costs as long as consumer 
buying power is not greatly disturbed. The packaged 
foods manufacturers enjoy at least one advantage over 
the canners in that selling prices may be held at certain 














Courtesy Sheffield Farms Co. 


levels while the size of the package or its contents may 
be adjusted to meet conditions. Another advantage of 
the packaged foods manufacturers is that they are 
probably more certain of a continued and fairly ade- 
quate supply of packaging materials, although future 
packages will be more practical than ornamental and 
the usual lavish use of cellophane and “window” pack- 
ages is probably out for the duration of the war. Corn 
refiners are additionally favored by current conditions 
in that they are no longer forced to compete with for- 
eign starches in American markets and thus can main- 
tain prices at reasonable levels. Corn by-products, such 
as syrup and corn-sugar, are selling in good volume with 
prices closely following those of corn itself. Corn prices 
are likely to go higher but, since cane sugar prices are 
advancing, corn products will lose nothing of their com- 
petitive position by the price increase. Corn processors’ 
profit margins are not unduly high but they are, cur- 
rently, slightly better than those of a year ago. As in 
most other instances in the food industry, corn products 
makers will be able to offset higher taxes and material 
costs through increased sales volume even if profit 
margins are to be shaded moderately at a later date. 


Confectionery makers, on the other hand, are in a 
position analogous to that of the specialty bakers. Their 
principal raw materials, cocoa and sugar, are rising in 
cost and there is a well-defined limit to selling prices 
which means sharply lower sales volumes once it is 
passed. Up to a certain point, candy bar makers can 
maintain selling prices by reducing the size of their 
packages, but this is only effective as long as there are 
reasonably adequate supplies of raw materials. Manu- 
facturers currently are well supplied with cocoa and 
supplies are fairly large. Shipping difficulties, however, 
may create some stringency, if the war is prolonged. 
Those confectionery makers who use no chocolate in 
their products—Life Savers and the chewing gum mak- 
ers are good examples—will probably experience no seri- 
ous supply problems. There will be fairly adequate 
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supplies of sugar and chicle so that these companies will 
be in a position to supply the demand for sweets that 
exists at all times regardless of public buying power or 
economic conditions. 





The Sugar Situation 


The outbreak of the war has been a boon to the West 
Indian sugar producers and the demand is sufficiently 
high to eliminate any complaint from American cane 
and beet growers because of the sharp influx of sugar 
over a reduced tariff wall. It is highly improbable that 
we will get any more Philippine sugar in the near term 
and there is much doubt that the usual Hawaiian crop 
will be available to our use because of shipping diffi- 
culties. Since we usually obtain about 2,000,000 tons 
of sugar yearly from these two sources, the elimination 
of these supply districts would be serious for us if it 
were not for the fact that we have, in recent years, been 
unable to absorb the full production capacity of our 
neighbor Cuba. Now, to insure ourselves of an adequate 
supply of sugar, the Government has contracted for all 
of the Cuban output at a price about 1 cent a pound 
above that of most recent years. Thus, the Island sugar 





producers will achieve a degree of prosperity not wit- 
nessed for a number of years while, at the same time, 
refiners and producers in this country will be able to 
obtain moderately higher prices and profits. 

Prices on sugar in this country have been set at 5.25 
cents a base pound of cane sugar and 5.15 a base pound 
of beet sugar; the base being the refinery. At the time 
these prices were set they were close to the then pre- 
vailing levels and assured the refiner a moderate margin 
of profit. Since that time, however, the ceiling on 
domestic raw sugar price was raised 24 points from 3.50 
cents to 3.74 cents a pound and the O P A has since 
been studying the situation with a view to advancing 
refined sugar prices to meet the advance in raw costs. 
Price adjustments have given the sugar industry the 
best prices for a number of years and with an assured 
market for all of the material they can produce, the 
prospects of both the sugar growers and refiners are 
the best for a long time. Earnings for 1942 are therefore 
expected to follow the uptrend of 1941. There are no 
general prospects of a sugar shortage, although a cer- 
tain scarcity may develop at one place or another due 
to transportation difficulties. Such temporary condi- 
tions would soon be righted. 





Position of Leading Food Stocks 





Average NetBook Tax Per Sha 
Company 1936-1939 Value Rating 1940 1944 (est.) 1939 


Federal Tax Basis (1) hg od as a Investment 


arket 
"1941 Rating COMMENT 





American Crystal Sugar.. Mr$1.94 $44.80 a $1.85 $2.17Ac 


$1.25 D-1 Elimination of all crop restrictions on beet sugar coupled with higher 


prices promise to project upward trend in earnings well into 1942, 
atleast. Earnings substantially in excess of recent dividends suggest 
larger disbursements this year. 








Amer. Sugar Refining... def0.52 137.20 b 0.65 3.00 


0.50 Cc-1 Stable prices, increased consumption and prospect of increased re- 
turns from Cuban to f a profitable year 
ahead. Taxes and costs will be higher but recent \ oauanant of $2 
dividend will p y be later in the year. 














Armour (Il1.).......... Oc0.20def 14.89 e 0.26 1.95Ac 


D-1 Favored by increased consumption and Bier prices current earn- 
ings promise to be at least ona oe with ast year, the best since 
1924, Heavier cash req it and market con- 
ditions may postpone any action 7 apiece tay necessary be- 
fore any action is likely to be gy on common dividends. Further 
payments on preferred pro 








Beatrice Creamery...... Fe2.11 35.74 a 3.90 3.19Ac $1.75 


2.00 C-2 Recent dividend appears conse in relation to earnings and is 
not likely to be jeopardized by higher costs and taxes. Consump- 
tion promises to be well poten oF t higher earnings require a 
better price structure for fluid milk 








Beech-Nut Packing. .... 5.97 47.29 c 6.61 7.00 5.75 


6.25 B-3 Sales should hold up well but higher ‘tenes oe with rising costs 
and possible packaging difficult ies may restrict profits, Current 
dividends this year may fall tely under 1941 payments. 








Giieee Goce cesses 1.64 25.20 c 1.72 2.00 1.00 


1.40 C-3 Further expansion in volume sales this year forecast. Dividends at 
recent rate appear secure for the near term but a further increase in 
taxes in conjunction with higher costs without compensating in- 
oe se prices may force a moderate reduction in dis- 

rsemen 





California Packing...... Fe1.51 45.62 e 3.26 2.64Ac 


1.125 C-2 Larger packs and higher prices promise a marked gain in dollar sales 
but gains in net at promise to be modest in the face of higher 
taxes. Dividends of at least 25 cents quarterly appeared assured. 





Cent. Aguirre Assoc.... Jy2.88 25.66 a 1.62 2.04Ac 1.50 


1.75 C-1 With the present level of profit margins well Cay @ year ago, 
company should register substantial gains in eam jngs as long as war 
conditions prevail, Production will be expanded and dividends 
should be continued on a generous basis. 





Continental Baking A". 2.94 “re b 1.00 0.25NS 


D-2 Current earnings may register moderate gains, particularly olted Wd 
expanding sales of the company's sweet goods line. Preferred d 
but early action on the common ht 





dends reasonably assured, 
be 





*Corn Products Refining. 3.22 30.86 a 3.11 3.25 3.00 


3.00 B-1 Capacity operations assured for an indefinite period, me imports 
eliminated and domestic consumption expanding rapidly. On this 
basis company should be able to provide adequate dividend sup- 
port even in the face of higher taxes. 





Cream of Wheat....... 2.05 5.83 c 1.88 1.80 2.00 


1.60 C-3 Increased sales volume is being counted on to produce an roy to 
higher material costs. The impact of higher taxes, despite th 
the cones is not likely to be liable for heavy excess profits the 
will probably restrict earnings gains. Present dividend secure. 





Cudahy Packing........ Oc2.34def 36.66 a 3.29 6.57Ac 


D-1 With 2 margins likely to be well sustained over the coming 
mon ospects are favorable for a further gain in current earnings. 
Fe ned yo arrears and necessity of building up surplus, a are 





likely to payments for some further time. 





Fajardo Sugar.......... Jy4.69 44.19 a 2.19 3.24Ac 2.00 


2.00 C-1 Increased production and ey i= —_ foreshadow 2 further impor- 
tant gain in current conien. Db the 
shares promise continued liberal “Svidencs over the war oon 








Francisco Sugar........ Je0.13 154.70 b d0.70 0.65Ac 


D-1 Increased output and assurance of a stable price well above the 1941 
level indicate a substantial improvement in current earnings. Ne 
for improving financial position, however, would seem to preclude 
early action on dividends. 
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Position of Leading Food Stocks (Continued) 





Federal Tax Basis (1) 
Net Book Tax Per Shar: 


verage 
Company 1936-1939 


Value 


~og onl 


Dividends 


Rating 1940 1941 fest.) 1939 


aid 
1941 


Investment 


arket 
Rating 


COMMENT 





General Beking........ 0.87 


9.15 


d 


0.77 


0.60 


0.45 


C-2 


Current earni ngs will depend on the company's success in passing 
along increased costs in the form of higher selling prices. Expanding 
sales of higher priced lines may aid in absorbing taxes, but divi- 
dends likely to continue modest. 





*General Foods....... 2.43 


13.11 


2.77 


2.80 


Sales of frosted foods to armed forces, rising consumer incomes and 
careful control of costs should permit company to absorb larger 
taxes. Dividend secure and shares have i 








General Mills......... My4.93 


56.55 


6.23Ac 


3.75 


Taxes now require about 31 cents of every dollar of comings aad 
higher one  eppene a, to restrict current gains. Some offset, 
through larger sales volume. 
Dividesds” a the rate of $4 appear reasonably secure. 








Great Western Sugar.... Fe2.64 


14.27 


1.67 


1.38Ac 


2.20 


2.00 


Current fiscal earnings are doubtless well in excess of $2 dividend, 
Removal of acreage restrictions and enlarged sales augur favorably 
for d good earnings over the coming months. 








Guantanamo Sugar...... Se0.21def 


0.94 


0.38Ac 


Larger earnings this year a virtual certainty but dividends must await 
provision for the large accumulated arrears on the preferred shares. 
Some plan of recapitalization may be evolved. Shares speculative. 





Hecker Products....... Je0.84 


14.20 


0.71Ac 


0.60 





Although 1941 earnings registered i t sufficient to ac- 
cord a good measure of protection to the present 60-cent dividend, 
and further expansion in current sales is anticipated, such gains may 
be largely absorbed by higher taxes. 





Hershey Chocolate. .... 3.61 


6.47 


6.76 


6.00 


3.00 


3.00 


Matter of obtaining adequate supplies of cocoa not of imminent 
concern, but other restricting factors include rising costs, lower profit 
margins and higher taxes. The $3 dividend will probably be earned 
and may be ted as secure for the present. 








Libby, McNeill & Libby Fe0.26 


1.04 


0.73Ac 


0.35 


Increased vegetable and food packs this year coupled with higher 
prices should permit extension of the recent favorable trend of 
earnings. On this basis, and unless taxes are too burdensome, a 
somewhat larger dividend may be expected in 1942. 





* Life Savers........... 2.79 


11.56 


2.90 


2.60 


2.40 


Continued pee pore demand for the company's popular line of 
confections and stable prices should enable company to maintain 
generous dividend policy. Would be vulnerable, however, to ex- 
cess profits tax based solely on capitalization. 





Loose-Wiles.......... 1.59 


29.13 


1.93 


1.00 


1.25 


Extension of recent earnings geins in the face of rising costs and taxes 
and possible packaging difficulties is doubtful. Dividends of at least 
$1, however, appear assured. 





*John Morell & Co.... Oc2.01 


62.29 


5.12 


2.50 


2.75 


Company's long record of profitable operations and dividend pay- 
ments lends a measure of investment attraction to the shares. With 
dividends being earned by a good margin, considerable leeway is 
present to absorb higher taxes over the coming months. 





National Biscuit Co... .. 1.70 


14.75 


1.50 


1.60 


Competitive conditions in company 's principal sales territories, 
upon which are sup d the t of higher costs, inject a 
degree of uncertainty into the ability of company to maintain pres- 
ent dividend. Substantially i sales, however, might result 
in a turn for the better. 











National Dairy Products. 1.80 


13.26 


1.66 


0.80 


0.80 


Although the present 80-cent dividend is secure, need for substan- 
tial working capital to finance inventories may restrict any advance 
in the present rate. Prosp favor i d volume, but higher 
costs may absorb a large portion of sales gains. 








National Sugar Refining. def0.20 


33.33 


def0.20 


1.00 


Current earnings promise to record marked improvement, aided by 
rising consumption and stable prices. Finances, however, = in need 
of strengthening, a fact which may delay pti of 








*Penick & Ford........ 2.82 


29.55 


3.95 


4.50 


4.00 


4.00 


Outlook favors increased sales, while higher prices will more than 
offset increased cost of materials. Dividends of $3 well assured and 
shares have degree of investment merit. 





Ln 2.04 


29.81 


2.81 


3.50 


1.00 


1.00 





Sales of company's brands of d d milk promise to be sub- 
stantially increased by both export and military demand. Sales of 
other lines also on the uptrend. Earnings prospect would seem to 
warrant some increase in the recent rate of dividends. 





Pillsbury Flour......... My1.85 


41.08 


1.48Ac 


1.60 


1.15 


Prospects favor moderate b ped in earnings for fiscal year ending May 
31, next. Savings in fixed charges and better competitive conditions 
should offset adverse implications of higher taxes but any increase 
in dividends does not appear 








Purity Bakeries......... 1.29 


14.48 


1.49 


1.75 


1.50 


1.20 


Cc-2 


Bread division which ts for about half of company’s business 
may continue to suffer from lack of adequate profit margin. Costs 
are rising and any increase in the recent rate of dividends does not 
appear likely. 








Quaker Oats.......... 5.90 


36.68 


4.36 


4.50 


4.00 


Company has been fairly successful in maintaining sales volume de- 
spite drop in export sales and domestic competitive conditions. 
Earnings should hold reasonably steady over the coming months and 
while excess profits taxes may not be large increased normal taxes 
may act to restrict dividends. 





So. Porto Rico Sugar... . $2.27 


30.88 


2.16 


d0.27Ac 


1.25 


0.80 


Volume is expanding, while present price ceilings should assure a 
satisfactory operating margin. Further increase in dividends prob- 
able. Threat to earnings of Puerto Rican land law appears to have 
been nullified for the time being at least. 





Standard Brands........ 0.74 


4.39 


0.71 


0.65 


0.475 


Company appears to be experiencing diffi Hiculty i in overcoming com- 
petitive dit an are not inspiring. Small 
likelihood of any increase in dividends over the neer future. 











*Swift & Co........... Oc1.18 


42.65 


1.89 


3.01Ac 


1.20 


1.50 





Favored by an exceptionally good i dustrial back 

— should a further gains this year. Net in teat was he 
0 years, Higher ta xes can probably be absorbed without 

pee and present dividend may be aug d by extra. 








United Biscuit......... 2.15 


1.85 


1.75 


1.00 


1.00 


Increased purchasing power may enable the company to arrest the re- 
cent down trend in per-share ut p cts for biscuit 
bakers are not such as to justify expectation of material gains in the 
near future, or a higher dividend. 








‘Wilson & Co.......... Oc0.26 


“19.15 


0.84 


Recent gains in sales and earnings will be extended into the current 
year, permitting full liquidation of —— dividend attears, Re- 
sumption of common dividends a 











Mr—Fiscal year ends March. 


mon stock. 


Oc—October. 


Fe—February. 


a—Should be able to absorb higher taxes without undue a. 


recent rate of dividend. d—Higher taxes may restrict d 


Jy—July. 





Je—June. 


My—May. Sc—September. Ac—Actual. NS—On new com- 


b—Not likely to be subject to heavy excess profits taxes. e—Higher taxes may imperil 


orporations have the option of computing excess oor tax liability either on the invested capital method or the average earnings method. The for- 
mer allows a credit of 7 to 8% on invested capital; the latter, allows a credit of 95 % of average earnings for the years 1936-1939. Indicated book value is an 


approximation of invested capital. 


* 
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Taxes Hit Tobacco Industry 


Increased Volume Will Not Be Sufficient Offset 


ieee consumption last year 
reached a new peak of some 204 bil- 
lion units, an increase of about 13 
per cent over 1940. Yet the 1941 
annual reports which will soon be 
issued by leading cigarette com- 
panies are expected to show consid- 
erable recession in earnings. Further 
volume gains are confidently antici- 
pated this year because of the. high 
level of consumer income and the 
fact that wars invariably stimulate 
consumption of tobacco in various 
forms. Nevertheless, the trend to- 
ward lower profits may be accentu- 
ated this year by higher tobacco and 
operating costs, and, more impor- 
tantly, by the heavier taxes now in 
prospect. 

About the only thing that could 
change this adverse earnings picture 
materially would be a sufficient ad- 
vance in cigarette prices. American 
Tobacco Co. recently endeavored to 
do so by announcing an advance of 
57 cents per thousand, but ran afoul 





of Leon Henderson, Federal Price 
Administrator, who fixed prices 
temporarily at levels prevailing on 
December 26. As matters now 
stand, the O P A is to survey cost 
factors for the entire tobacco indus- 
try, and the possibility of some ad- 
vance from prevailing levels of $6.53 
per thousand for the larger selling 
cigarette brands therefore is not 
precluded. 

In refusing to allow the price ad- 
vance announced by American 
Tobacco, the O P A indicated that 
increased taxes would have to be 
borne by the tobacco companies. 
Apart from the fact that heavier 
taxes will additionally handicap an 
industry which already is a major 
contributor to governmental reve- 
nues, some advance in prices appar- 
ently is justified on the basis of in- 
creasing tobacco costs and increas- 
ing costs of other materials and 
labor. Moreover, the rising volume 
of sales is necessitating the acquisi- 


tion of heavier tobacco stocks for 
curing purposes at rising prices, with 
the result that inventories will 
show considerable dollar increase. 
Coupled with substantially larger 
tax reserves, and the declining trend 
of earnings, the heavier inventories 
may require greater conservatism in 
dividend distributions to conserve 
cash. 

Snuff companies are similarly 
affected by higher taxes and operat- 
ing costs, while cigar manufacturers 
also are being pressed by rising labor 
costs, the largest item in production 
costs. 

Recent market prices for stocks 
of leading companies in the several 
divisions of the industry go far to 
discount the adverse implications 
outlined above, and a number of the 
stocks may be attractive commit- 
ments for income when the tax situ- 
ation becomes clarified and new 
rates are established perhaps to pre- 
vail for the duation of the war. 
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Position of Leading Tobaccos 
Federal Tax Basis (1) Earned Dividends Investment ac “ie ae 
Average NetBook — Tax Per Share aid Market 
Company 1936-1939 Value Rating 1940 1941 (est.) 1939 1941 Rating = COMMENT 

American Snuff........ $3.20 $22.45 d $2.67 $2.50 $3.25 $3.25 B-3 Earnings prospects less favorable b of prospective tax in- 
creases. While finances ample, dividend reduction indicated. 

American Tobacco “B"’. 4.69 24.54 e 5.59 4.50 5.00 4.50 B-3 Barring price increases, which would boost revenues sharply, higher 
prospective taxes promise further earnings contraction, but 194 
dividends should be fairly liberal. 

Bayuk Cigars.......... 2.65 29.14 c 4.78 4.00 1.00 1.50 B-3 While taxes probably will result in further earnings recession, con- 
tinuation at least of non-liberal $1.50 dividend expected. 

Consolidated Cigar. .... 0.80 24.76 c 2.27 3.00 0.75 1.50 C-3 Higher taxes in prospect will more than offset operating gains, but 
company nevertheless should be able to pay at least $1.50 dis- 
bursed in 1941. 

General Cigar.......... 2.20 39.87 c 2.16 2.40 1.75 2.25 c-3 While sales should continue to reflect high level consumer income, 
taxes probably will cause moderat ion i ings, and pos- 
sibly require less liberal dividend payments. 

Helme,G. W......... 6.16 46.35 d 5.15 4.50 7.00 7.00 B-3 — taxes will probably reduce earnings additionally in 1942, 

ividen duction is foreshadowed 

Liggett & Myers ‘'B’’. . . 6.45 41.68 d 6.02 5.25 5.00 5.00 B-3 Earnings decline in prospect as result probable boost in tax imposts 
Fam oor reduced dividend disbursements, but regular $4 rate may 

TINIE: ore. sro cisiocacee 1.46 18.47 c 1.69 1.50 1.40 ~+=«+1.20 B-3 _ Prospective tax increases will reduce earnings, barring price advances, 
and probably require reduction in dividend despite good financial 
position. 

Philip Morris.......... Mr5.81 35.49 c 8.33 8.14Ac 5.00 5.00 c-3 Although earnings probably will recede due to prospective tax in- 
comet, earnings should be sufficiently ample to permit continuance 
ol 1. + 

Reynolds Tobacco ‘‘B”’.. 2.43 14.83 d 2.55 2.25 2.30 2.10 B-3 As in the case of other tobacco companies, price advances are es- 
sential to offset adverse effect of higher taxes. Barring such price 
i % i traction in prospect i ils recent rate of 
dividends. 

U.S, Tebateo:. . 6.25... 1.88 13.31 c 2.08 1.50 1.76 1.50 B-3 Further i ion is suggested by prospective tax i ” 
but dividends may be continued at indicated 32-cent quarterly rate. 

Universal Leaf Tobacco.. Je8.21 54.76 c 7.10 8.31Ac 5.00 4.00 B-3 While heavier taxes no doubt will cause a recession in earnings, 
ample ings protection is indicated for continuance at least of 
$4 payments made in 1941, 

_ ,Mr—Fiscal year ends March. Je—June. Ac—Actual. c—Higher taxes will probably reduce earnings. d—Higher taxes may imperil recent rate of 
dividend. e—Higher taxes may restrict dividend payments. | 
orporations have the option of computing excess profits tax liability either on the invested capital method or the average earnings method. The for- 
mer allows a credit of 7 to 8% on invested capital; the latter allows a credit of 95% of average earnings for the years 1936-1939. Indicated book value is an 
approximation of invested capital. 
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Record Volume Ahead for Rails 


Current earning power likely to be maintained, 


with further gains hinging on severity of new taxes 


Tax: tremendous expansion in pro- 
duction of essential war equipment 
recently ‘projected by President 
Roosevelt for 1942 and 1943 pre- 
cludes any possibility of a slack- 
ening in railroad traffic volumes this 
year. The only questions of im- 
portance to those charged with 
responsibility for full utilization of 
American productive and transpor- 
tation facilities are the possible 
limitations on further expansion 
resulting from present extraordinary 
production and transportation levels 
and the diminishing supply of un- 
employed labor. 

Despite the stringent controls on 
production of non-essential goods; 
the dislocations which ensue during 
the transition from civilian goods 
production to armaments produc- 
tion; and the more rapid withdrawal 
of manpower for the nation’s armed 
forces foreshadowed by active par- 
ticipation in hostilities, an increase 
of at least 12 per cent in industrial 
production over the 1941 average is 
confidently expected this year, while 
the maximum possible gain may be 
as much as 18 per cent. 

What these estimates of possible 
increase in industrial production 
portend for the railroad industry 
is more readily apparent from the 
tendency of percentage changes in 
revenue ton-miles to approximate 
closely the percentage changes in 
industrial production as measured 
by the index computed by the Fed- 
eral Reserve Board. Thus, the FR 
B index averaged 123 for 1940 (1935- 
1939 equals 100) and about 155 for 
1941, or an increase of about 26 per 
cent. In 1941, the railroads of the 
country handled a new peak in 
freight volumes. As measured by 
revenue ton-miles (the number of 
tons of revenue freight multiplied 
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by the distance carried) , the amount 
of freight carried in 1941 equalled 
about 470 billion ton-miles, an in- 
crease of 5.1 per cent over the pre- 
vious peak attained in 1929, and an 
increase of 25.9 per cent over 1940. 

Equally striking is the remarkable 
improvement in operating methods 
and efficiency attested by the abil- 
ity of the railroads to transport the 
1941 record volume of freight with 
some 600,000, or 26 per cent fewer 
cars than were owned in 1929—and 
without congestion or a car shortage. 
In anticipation of 1942 traffic needs, 
heavy orders have been placed for 
locomotives and new freight cars. 
Provided adequate rolling stock and 
materials for necessary maintenance 
are made available, the railroads 
should be able to handle whatever 
transportation demands arise. How- 
ever, priorities may be necessary to 





expedite shipments of war goods. 

Railroad earnings staged a re- 
markable recovery in 1941, prelim- 
inary estimates of net profits for 
Class 1 roads being $485 million, 
compared with $189 million for 1940. 
Taxes last year were the highest for 
any year on record, and the wage 
advances in the closing months also 
restrained the rate of earnings in- 
crease. 

Most roads should be able to 
absorb further tax increases for 
1942 without undue difficulty, be- 
cause of potential traffic and revenue 
gains and heavy invested capital, 
which heretofore has made few roads 
liable for excess profits taxes. In fact, 
moderate additional earnings growth 
is indicated for selected roads, es- 
pecially so if rate increases should 
be granted to compensate the roads 
for the recent wage advances. 
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Position of Leading Railroad Stocks 





Company 


Federal Tax Basis (1) 


Average 
1936-1939 


rag al 


Net Book Tax Per 


Value 


Shar Pai 
Rating 1940 1944 hound 1939 


Dividends 


1941 


Investment 
arket 
Rating 


COMMENT 





*Atch., Top. & Santa Fe. 


$1.24 


$259.71 


$2.69 


$9.00 


$2.00 


C-1 


Arms traffic plus heavier agricultural and mineral shipments in pros- 
pect p further re gains as ts to wage increases and 
probable meee 3 normal taxes. Not vulnerable to excess profits 
taxes. Program of debt retirement may be pursued and require 
conservatism in dividend payments. 








*Atlantic Coast Line... . 


0.99 


120.88 


14.00 


Heavier dividend income, plus further expansion in operating in- 
come in reflection of favorable trend of > and passenger move- 
ments promise maintenance at least of high earnings for extended 
period. Dividends probably will remain poe ne in favor of 
csenatinnlan of finances in anticipation of 1945 debt maturities. 





Baltimore & Ohio...... 


def1.99 


118.74 


Large prior charges plus desirability of adding substantially to - 
rent finances in anticipation of heavy 1944 debt maturities precl 
dividend payments on equity issues, despite benefits derived Son 
arms program. 





Bangor & Aroostook. ... 


2.17 


92.78 


3.00 


$2.37 


Earnings staging substantial comeback, but 1943 bond maturities 
becloud prospects of dividend resumption. 





*Chesapeake & Ohio... 


4.07 


51.24 


3.50 


Heavier coal movements to feed arms plants should sustain high level 
of earning power, although road may be subject to excess profits 
taxes. Common affords liberal and stable income. 





Colorado & Southern... . 


def3.65 


107.93 


. def6.62 


def 


Heavier coal and iron ore movements may bolster operating income 
additionally, but dividends out of question. Financial condition 
weak, and recapitalization probable. 





Delaware & Hudson Co. 


def3.72 


228.37 


0.97 


6.50 


Large pending debt maturities preclude dividend payments, although 
maintenance substantial earnings indicated by traffic trends. 





Del., Lack. & Western. . 


0.35 


81.42 


0.12 


2.00 





Anthracite loadings and manufactured products should 
show further gains in 1948, but ——— dividend payments im- 
satisfactory financial position. 








PUR i op eircecs wens 


def4.42 


77.62 


. def1.68 


3.00 


Serving a highly industrialized area, further oe in earnings and 
financial strength of this reorganized road are in prospect _ om 
but dividends may not be inaugurated immed 








*Great Northern Pfd.... 


3.15 


165.38 


4.09 


6.50 


2.00 


The equity issue has above average promise on indications of rire 

earnings gains from prospective heavy iron ore shipments (despite 
indicated liability for excess profits taxes) and possitility more 
liberal oe. 





Illinois Central......... 


144.11 


0.13 


8.00 





Spectacul. t has been shown and probably 
will be maintained A. stricted finances and heavy debt obstruct 
oe dividend peyments 








Kansas City Southern... . 


def0.66 


98.17 


0.57 


2.00 


Further i ing def activ- 
ities in areas served. Medditionc! me Aty Sisburvements may Y 
voted, although debt acquisition and prop ements prob- 
ably will receive prime consideration. 











Lehigh Valley......... 


61.45 


def0.25 


t plan lud divi- 
h further t may result from con- 
Fee heavy "ovetiaas [ industrial products. 


es claims under debt 





dines: 








*Louisville & Nashville. 


168.73 


8.15 


16.00 


5.00 


7.00 


Despite indicated liability for excess profits taxes, war stimulus 
promises to sustain high level of a. Still higher dividends are 
a and the common has merit for income and appreciation 
possibilities. 





Mo., Kans, & Texas..... 





def8.60 


13.45 


. def9.28 


def 


While revenues should improve with arms output in service area, 
dividends are out of question in view of unsatisfactory finances, and 
rehatilitation necessities. 





*New York Central... .. 


0.09 


116.3 


1.75 


4.00 


Further ings bett ised by arms activities, but divi- 
dends may be precluded oe some time to come by desirability of 
further strengthening fi and retiring debt. 











*N. Y., Chic. & St. Louis 


2.74 


150.99 


4.29 


25.00 


Hoy expansion in industrial output in Great Lakes region should 

t effects virtual and earnings 
should remain at high level. Large preferred dividend atrears pre- 
vent payments to common. 








, Norfolk & Western..... 


19.69 


287.59 


22.00 


22.00 


15.00 


15.00 


Indicated liability for excess profits taxes plus normal tax increases 
anticipated may prevent earnings betterment. Continuation of $10 
regular dividend plus $5 extra on common is probable. 





Northern Pacific . eater 


def0.23 


176.99 


0.83 


4.50 


Although earnings probably will continue at satisfactory levels, re- 
tention of cash for bond retirement purposes may be considered 
more important than resumption of dividends. 





> *Pennsylvania......... 


2.07 


86.15 


3.51 


4.50 


1.00 


2.00 


Further sharp boost in industrial activity in regions served virtually 
assures larger , and i d dividends may be warranted. 








Pere Marquette........ 


def1.24 


95.97 





INNS 5-4 he crawasae 


1.82 


83.39 


Further sharp gains in industrial production in Great Lakes region 
should offset loss of P yponeonere revenues. Sutstantial payments 
against large p 








2.59 


5.00 


1.00 


1.00 


= 


Extension of traffic and ings gains i d, and dividends may 


be liberalized. 








*Southern Pacific...... 


0.96 


162.29 


2.47 


9.50 


Since earnings are expected to be applied to continued debt reduc- 
tion, moderate dividends at best are indicated despite the favorable 
earnings prospects. 





*Southern Railway 


def0.17 


164.64 


3.35 


12.00 


diaatt 





The war p eff ises continuance of sizable profits, 
and resumption of Gividende is probable in view of improving 








*Union Pacific........ 


6.93 


195.99 


6.96 


9.00 


6.00 


6.00 


Pena 9 of a high level of earning power is i indicated, and con- 





of dividends at $1.50 quarterly rate is expected. 





9 Western Maryland. .... 


def0.17 


96.38 


1.15 


2.00 


c-1 


£, d Baal dich 


Heavy arrearages on first p 
junior equities. Extension of earnings gains is promised by , Bond 
eight volumes for war prog 














- def—Deficit. 


s proximation of invested capital. 


a—Should be able ¢ to absorb noire & taxes without undue difficulty. 


*Recommended for cyclical appreciation. 





(1)—Corporations have the option of computing excess profits tax Gabi either on the invested | ge method or the average earnings method. The for- 
mer allows a credit of 7 to 8% on invested capital; the latter allows a credit of 95% of average earnings for the years 1936-1939. Indicated book value is an ap- 
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Utility Earnings Will Be Lower 


aii earnings contraction dur- 
ing 1942 is indicated for public util- 
ity companies primarily because of 
the rigidity of rate structures and the 
rising trend of operating costs, and 
especially taxes. The narrowing mar- 
gin of dividend coverage indicated 
will consequently require further 
downward revision in dividend pay- 
ments in many instances. 

Despite the essential nature of 
electricity as a power source for arm- 
aments companies and the consider- 
able expansion in industrial produc- 
tion which seems probable this year, 
the electric power companies as a 
whole are unlikely to show gains in 
gross revenues comparable with the 
unusual increases reported for 1941. 
In fact, more and more power will 
be diverted to large scale users who 
pay the lowest rates, accompanied 
by a tendency toward reduced power 


“Maeve 
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consumption in the higher rate class- 
ifications of commercial and smaller 
industrial establishments, as well as 
residential consumption. Moreover, 
sales of electric appliances by utility 
companies as a supplementary source 
of income will be sharply curtailed, 
and eliminated when present inven- 
tories, which can not be replaced, 
have been disposed of. 

Because of the changes in the 
types of power consumption, a sub- 
stantial increase in total power 
consumption is clearly indicated. 
Although more kilowatt hours will 
be sold, the expansion will result 
primarily from fuller utilization of 
existing generating facilities on a 
twenty-four hour day basis rather 
than from further concentration of 
peak power demands. Some power 
companies may reduce expenditures 
for new plant and equipment, al- 
though the question of 
adequacy of present fa- 
cilities and those in pro- 
cess of completion can 
not be proved definitely 
until arms production 
reaches its peak. For 
example, water short- 
ages in the Southeast 
necessitated restrictions 
on consumption of 
power generated by 
hydro-electric plants, 
which were lifted when 
heavy rains came along. 
Perhaps too much re- 
liance should not be 
placed on nature as a 
provider in such areas, 
but the projected new 
transmission lines to in- 
terconnect private utili- 
ities and government 
projects with systems 
which may have surplus 
capacity should aid ma- 
terially in alleviating a 


Volume Gain Can Not Offset Rise 
in Taxes and Operating Costs 


possible recurrence of water short- 
ages. 

The electric utility companies 
were able to show an increase in 
operating income for 1941 of about 
9.6 per cent over 1940, despite the 
considerable advance in operating 
expenses, primarily in the form of 
higher wage and fuel costs, and in- 
creased depreciation allowances. 
Since smaller revenue gains are in- 
dicated for 1942, the industry will 
have greater difficulty in absorbing 
higher wage and fuel costs, and it 
may be that operating income will 
decline for the first time since 1938. 

Taxes, however, constitute the 
greatest threat to earning power in 
the utility field. While operating 
costs of the operating electric indus- 
try increased by about the same 
percentage in 1941 as operating in- 
come, taxes rose around 23.5 per 
cent. Since no offsetting savings are 
in sight (although electric companies 
with sharply expanding industrial 
loads may have partial offsets), the 
further boosts in taxes indicated for 
1942 are virtually certain to reduce 
net profits for the industry. Con- 
sequently, numerous dividend re- 
ductions appear in prospect, and 
about the only assurance of contin- 
uity of existing payments is a very 
wide margin of coverage, or a rapid- 
ly increasing growth in power de- 
mand which promises a significant 
offset to higher taxes. 

Prospects for sustained earning 
power are somewhat better in the 
natural gas field, which last year 
recorded the best earnings of any 
division of the utility industries. Be- 
cause of increased industrial demand 
and a relatively good increase of 
about 10 per cent in operating in- 
come, the industry was able to ab- 
sorb the heavy tax burden, and 
record a net about equal to that of 
1940. 
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Position of Utility Stocks 








Federal Tax Basis (1) cog oll — Investment 
verage NetBook Tax Per Sha arket 
Company 1936-1939 Value Rating 1940 1944 Piet ) 1939 "1941 Rating COMMENT 
American Gas & Elec... $2.37 $23.45 c $3.00 $2.80 $1.85 $2.00 B-3 Taxes will probably offset ti flecting sharp d 





power requirements in hehiy edeeftned service area, —— while 
consolidated net may recede further, parent company earnings ex- 
pected to cover regular dividend plus extras. 

American Light & Tract. 1.60 38.66 c 1.84 1.80 1.20 1.20 c-3 Current dividend rate ted to be ded fortably, al- 
though taxes probably will reduce net additionally during 1942. 
Stock sells under i g value. 

American Power & Light 0.30 3.90 c 0.64 0.10 eae meas D-3 Common stock lacks attraction — of heavy preferred dividend 
arrearages, against which liberal payments are expected, despite 

due to ings contraction. 

*American Tel. & Tel... 9.09 127.08 d 11.26 10.50 9.00 9.00 A-3 While the higher tax levies anticipated for 1942 may necessitate a 
cut in the present $9 dividend rate, the stock would afford a satis- 
factory yield around recent price levels even though the dividend 
should be reduced substantially more than now seems probable. 

American Water Works. 0.24 11.93 c 1.21 1.00 peat waats Cc-3 Dividends on the common stock are not in early prospect, but pre- 
ferred dividends should be covered comfortably despite further 
earnings traction under the impact of higher taxes. 






















































































































































































Brooklyn Union Gas... . 2.56 57.69 c 2.42 2.00 0.50 eens c-3 Barring an increase in rates, only moderate revenue gains are antici- 
i. pated, and earnings for 1942 probably will decline additionally in 
reflection of higher wage and material costs, as well as taxes. Divi- 
dends unlikely to be resumed pending settlement of depreciation 
allowance question. 
es Columbia Gas & Elec... 0.47 11.54 c 0.52 0.30 Dame 0.10 Cc-3 The higher taxes anticipated for 1942 —— assure continuance 
: of downward earnings trend. O dividends 
mn and reduction of preferred dividends is pte 
at Commonwealth Edison. . 2.08 23.32 d 2.32 2.00 1.65 1.80 B-3 The capital stock is one of the better utility equities, and dividends 
heretofore have been moderately good, and well supported by 
1e earnings. Since higher taxes would further reduce earnings, the 
present dividend rate can not be regarded as secure. 
1g Commonwealth & South. 0.12 4.17 c 0.14 0.10 a aan bay D-3 Conti ofd d trend anticipated, in view of tax 
of outlook. Common dividends not in prospect. 
Consolidated Edison... . 2.21 45.65 d 2.23 2.00 , 2.00 , 1.80 ,.. B-3 The probability of higher taxes is expected to extend the downward 
n- earnings trend in 1942. Further downward adjustment in dividends 
ae may be required, but payments should remain liberal in relation to 
Ss. earnings. 
n- Consol, Gas, Baltimore. . 4.54 45.11 c 4.41 4.00 3.60 3.60 B-3 Revenue gains wietine defense activities in area served will be 
7 largely absorbed by higher net, but present dividend rate appears 
ill bly safe for present. 
A Electric Bond & Share... 0.25 13.30 c 0.29 0.30 behets ease D-2 Preferred dividends ded as vulnerable b of curtailment 
1g dividend income and effect of further tax boosts; common dividends 
it improbable. 
; Electric Power & Light. . 0.28 11.78 c 0.17 0.15 eis aun D-3 Continuance of payments against heavy preferred dividend arrear- 
ill ages expected, , although higher taxes will result further contraction 
in 
8. Federal Light & Traction. 2.45 22.51 c 2.02 1.90 1.00 2.75 Cc-3 Regular $1 common dividend should be covered by ample margin, 
he since benefits from debt retirement should help offset effect higher 
taxes. 
In International Tel. & Tel. . 1.02 33.61 .. def0.03 def owes aes D-3 Since war is disrupting operations and indications are that both con- 
solidated and parent income will meet fixed charges only partially, 
ng ly are 
1s- Lone Star Gas......... 1.00 15.09 c 1.17 1.20 0.70 0.70 C-2 Maintenance “of the 70 cent annual common dividend rate expect- 
ed, since sufficient coverage indicated despite restrictive effects 
ne further tax increase. 
Long Island Lighting... . 0.65 1.60 .. def0,09 def owe are E-2 Prospects for dividend pti preferred stocks, on which 
1 — now heavy, are uncertain, ng to unsatisfactory earnings 
outloo 
er Louisville Gas & El. "A" 2.42 14.00 c 2.34 2.00 1.50 1.50 B-3 Present $1. 50 Class A dividend considered relatively secure on 
re basis of i d fairly good maintenance of 
3 National Pwr. & Light... 1.19 16.91 c 1.32 1.15 0.60 0.45 C-3 Common dividends may not be resumed because of dividend re- 
les strictions on subsidiary stocks, but of p d divi- 
ial dend 
Niagara-Hudson Power. . 0.67 13.08 c 0.66 0.70 eee wees C-2 R tion of dividend not certain due to need for con- 
he servation of cash f P * gh system net 
. should be maintained fairly well. 
or North American Co. ... 1.81 16.82 e 1.92 1.75 1.20 s c-3 Despite prospective good revenue gains, earnings probably will 
ice continue to ro under impact higher taxes. Hence, dividend 
payments in cash or stock may be less liberal. 
mn- Pacific Gas & Electric... 2.65 31.81 d 2.68 2.20 2.00 2.00 C-3 Continued decline in earnings expected as result prospective tax 
. boosts, with result recent dividend rate may be reduced. 
re Pacific Lighting........ 3.94 25.59 c 3.13 3.30 3.00 3.00 C-2 Higher taxes will prevent full reflection of revenue gains by net 
nd profit, but should moderately exceed current $3 dividend rate, con- 
4 tinuance of which seems likely. 
in- Peoples GasL. & C.... 3.21 81.01 c 4.63 5.80 2.50 5.00 C-2 Since prospects favor relatively satisfactory maintenance of earnings 
‘we despite higher taxes, indications are that regular $4 common divi- 
Ty dend will be continued. 
id- Public Service of N. J... 2.64 24.88 c 2.46 1.90 2.50 1.95 C-3 B of p tive cost and tax increases, further earnings re- 
cession is indicated. Common dividends may be continued at the 
le- recently reduced rate. 
nt Southern Cal. Edison... . 2.29 19.76 d 2.30 2.10 1.75 1.75 c-3 Continued i lecline indicated as result prospective tax in- 
; creases, but regular it 50 annual dividend rate on common should 
cover 
Standard Gas & Elec.... def1.48 wets .. def0.75 def Rare San E.2 Downtrend in earnings paren to continue, thus making preferred 
ng and preference shares, on which arrearages continue to mount, ad- 
h Ceeonry unattractive. 
ne United Gas Corp....... def0.15 3.15 .. def0.49 def wae eee E-2 on first preferred may ultimately be cleared, but little 
ar or no value indicated for 
United Gas Improvem't. . 1.06 10.93 e 1.04 0.80 1.00 0.75 c-3 Further dividend income reduction suggests continuation earnings 
ny contraction, but common payments should continue liberal in rela- 
3e- tion to earnings. 
4 Washington Gas Light. . 2.07 Ste c 2.52 2.40 1.50 1.50 C-3 Prospective revenue gains likely to be fully offset by higher taxes 
nd and other operating costs, but $1.50 dividend rate considered 
? reasonably secure. 
of Western Union........ 2.45 179.42 c 3.46 6.50 wees 2.00 C-2 Continuation of moderate dividends ted, although i 
in- should be maintained fairly well. 
ib- s—Distributed stocks of various companies but no cash. def—Deficit. ¢—Higher taxes will probably reduce earnings. d—Higher taxes may imperil re- 
cent rate of dividend. e—Higher taxes may restrict dividend payments. 
nd (1)—Corporations have the option of computing excess profits tax liability either on the invested capital method or the average earnings method. The for- 


mer allows a credit of 7 to 8% on invested capital; the latter allows a credit of 95% of average earnings for the years 1936-1939. Indicated book value is an 
of approximation of invested capital. *—Recommended for income. 
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Five Favored War Stocks 





Large 1942 Earning Power Indi- 
cated Despite Coming Higher Taxes 


BY JESSE J. HIPPLE 


Ciark Equipment Company 


Clark Equipment Company has been fortunate in that 
practically all of its automotive products, upon which 
the business was founded, have found an active demand 
from manufacturers of defense materials. In normal 
times, about 80 per cent of the business consists of the 
making and sale of rear axle housing for the automotive 
industry. Now the products include not only the axle 
housings but also truck and automobile transmissions, 
metal spoke wheels, tank parts, high speed metal cut- 
ting tools, differentials and drives, transmission gears, 
electric steel castings and industrial tractors used for 
shifting materials in warehouses, factories, docks, air- 
fields, ete. 

Up until the outset of the war, Clark Equipment was 
relatively small although highly active. The influx of 
war orders was so great that it has been necessary to 
expand production facilities greatly while at the same 
time broadening the line of products to meet the de- 
mand. Both of these developments are of greatest im- 
portance for the longer term for, prior to the outset of 
the conflict, the company might have been considered to 
be dependent in a too great degree upon the automotive 
industry for its welfare. There are no apparent pros- 
pects of losing any of the automobile business after 
peace has come although it is probable that many of 
the additional accounts acquired during the war period 
will be retained. 

The effect of added production facilities is apparent 
in the results of the first 9 months of 1941. While opera- 
tions have been running at peak capacity since early 
in 1940, sales for the most recent 9 months period to- 
talled $24,166,202 as compared with $18,016,257 in the 
same months of 1940 and constituted the best 9 months 
showing since 1936. While sales for the period were 
about 50 per cent higher than a year ago, total operat- 
ing income of $6,062,735 for the first 3 quarters of 1941 
was better than double that of the same months of 
1940 when $2,637,660 was reported. Thus, substantially 
better profit margins on the most recent work were in- 
dicated. The gain in operating income, however, was 
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not fully carried down to net profit for in the same 
period Federal taxes were approximately $2,500,000 
greater than a year ago at $3,423,000. Nevertheless, 
this net profit was equivalent to $5.98 a share of com- 
mon stock as compared with $4.35 a share a year ago. 

Since the end of September, 1941, the capital set-up 
has been changed to some extent by the redemption of 
a small issue of $7 dividend preferred stock and the is- 
suance of a compensating amount of a new $5 dividend 
convertible preferred. Also, sufficient common stock 
for eventual conversion of the preferred has been au- 
thorized. 

The balance sheet of September 30, 1941, indicated 
a very satisfactory financial position. At that time, 
total current assets—of which $3,016,645 was cash— 
amounted to better than $10 million while total current 
liabilities were only moderately higher than $5.8 million. 
There were no bank loans or funded debt prior in lien 
to the preferred and common shares and total assets of 
$15.9 million were better than $5 million greater than 
a year ago. Apparently, income has been adequate to 
bolster working capital while at the same time permit- 
ting liberal dividend payments which amounted to $3.25 
a share of common stock last year. 


Crucible Steel Company of America 


Alloy steels have become of the greatest importance 
in the manufacture of armament and munitions and 
Crucible Steel is one of the largest of this country’s alloy 
steel makers. Crucible’s products cover a full range of 
alloy steels, and are graded according to the complexity 
of the alloying formulae employed. The most complex 
group consists of special stainless, heat resisting, mag- 
netic, thermostatic and high speed cutting steels. The 
last product is used in great quantities for metal cut- 
ing in machine tools of all types. These highest grade 
steels are sold in the form of bars, strips, sheets, plates, 
forgings and wire. Less complex steels contitute the 
medium range of product and they are in substantial 
demand for airplane and automobile engines, Diesels, 
machinery, machine tools, oil well drills, machine gun 
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and rifle parts, ete. These are mostly open hearth prod- 
ucts as compared with electric furnace materials in the 
case of the highest grade materials. The third group 
of steels made by Crucible are the more common carbon 
steels but these find active employment in the making 
of ordinary tools and for many other less exacting pur- 
poses. Crucible also makes shells, bombs, gun forgings, 
torpedo and periscope tubes. The highest grade steels 
furnish the company with about 50 per cent of its 
income. 

Crucible Steel is not completely integrated in the 
sense that it obtains all of its required materials from 
its own properties but subsidiaries do furnish it with a 
substantial quantity of iron ore, high grade coking coal 
and limestone. However, all alloying materials and a 
certain amount of Bessemer and low phosphorous pig- 
iron and scrap metals must be purchased from outsiders. 

The common shares have been characterized by their 
strong earnings leverage. In consequence, earnings in 
former years have fluctuated sharply. But in recent 
years earnings per share have been high. In the first 9 
months of 1941, Crucible Steel reported net income of 


Courtesy Crucible Steet Co. 
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$4,275,064 or $6.79 a share of common stock as com- 
pared with $5.17 a share in the same months of 1940. 
For the full year 1941 it is believed that in spite of sub- 
stantially higher taxes and other expenses, net income 
was well in excess of that of 1940 when moderately more 
than $10 a share was reported on the common stock. 
The company has adopted a realistic attitude toward 
its tax problem and has set aside reserves for tax pay- 
ment that probably have been in excess of actual require- 
ments. Thus, it is improbable that the last quarter of 
the year was called upon to furnish additional taxes to 
make up for inadequate deductions in the previous 
months. Dividends were suspended on the common 
shares in January, 1931, but were recently resumed with 
a payment of $1 a share paid last December. The rate 
is low in view of recent and prospective earnings but 
will probably be revised upward when the need for addi- 
tional working capital has been satisfied. 

The financial position of Crucible Steel is satisfactory 
even if additional working capital is necessary to com- 
plete the large volume of business on hand. At the last 
balance sheet date, cash items alone compared more 

than favorably with then total current liabili- 
ties and since then, the cash position has been 
improved. New production facilities have been 
added in 1941 and more are expected to be in 
operation in the current year. The pace of new 
business and deliveries is expected to be suf- 
ficiently rapid to permit further increases in 
earnings and — perhaps— dividends over the 
longer term. 


Newport News Shipbuilding 
& Dry Dock Co. 


This is one of the largest and oldest shipbuild- 
ing companies in the country. And its building 
and earnings records have been substantially 


better than average for the industry. Despite 
the fact that most shipbuilding organizations 
had a difficult time to survive the poor years 
after 1929, Newport News Shipbuilding oper- 
ated profitably in every year of the period with 
the exception of 1934 and 1935 when modest 
losses, after all charges, were reported. 

The company specializes in the construction 
of larger vessels—now mostly for the U. S. 
Navy—and the unfilled orders of recent date 
included seven aircraft carriers, four cruisers 
and one battleship as well as numerous other 
craft. At the close of last September, this group 
of as yet uncompleted orders were valued at 
more than $417 million. Billings for the 39 
week period ended on last September 29 were 
nearly $54 million and if the rate of output did 
not increase would mean that the yards had 
over 7 years work still on hand. However, 
the time required for the completion of this 
amount of work will probably be considerably 
shorter than that, for building facilities are con- 
stantly expanding. Nevertheless, the amount 
of work in sight is constantly being added to by 
new orders although, since we have actively 
entered the war, details of new business or 
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Newport News Shipbuilding does not report interim 
earnings so that there is no official record of earnings 
progress during the year. However, with 1941 deliver- 
ies running about 30 per cent ahead of those of 1940, 
it is logical to anticipate that 1940 earnings of $4.97 
a share of common stock have been improved by a 
moderate margin. Conservative estimates place 1941 


common share earnings at approximately $6 per share. 
Dividend payments in 1941 amounted to $2.50 a share 
of common stock or approximately 50 per cent of re- 
ported net earnings for the previous year. On the basis 
of expected gains in 1941 earnings and probably further 
increases in 1942 results, additional dividend payments 





Courtesy Worthington Pump and Machinery 


are not unlikely. The shipbuilding industry is one of 
the most favored in that it is almost bound to continue 
active even after the war has ended to supply the large 
volume of tonnage lost through war operations. 


Doehler Die Casting Co. 


The Doehler Die Casting Company is the largest in- 
dependent die caster in the world and accounts for 
better than half of the diecastings made in this country. 
Castings are made from lead, zinc, tin, aluminum, brass, 
copper, bronze, various alloys and magnesium. Mag- 
nesium castings, due to their extremely light weight 
and relatively high tensile strength, are becoming in- 
creasingly important, especially in the aviation indus- 
try. Normally about 40 per cent of Doehler’s products 
are used by the automobile industry but since the out- 
break of the war the aviation industry has taken the 
greatest individual share and promises to continue to 
do so for a long period of time. Die castings are now 
finding employment in almost every war machine, ar- 
ticle or device used to manufacture munitions and arma- 
ment. Doehler’s plants are located in the middle of 
the most active industrial areas and while capacity for 
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the details of deliveries are no longer made _ public. 









production has been constantly expanded, operations 
continue at peak levels and a sizable unfilled order back- 
log continues to accrue. 

Doehler has turned in an excellent earnings perfor- 
mance since the beginning of the depression. In only 
one year—1932—was a deficit incurred and that was 
about $100,000 or about $1.38 a share on the stock then 
outstanding. Earnings reached a post depression peak 
in 1940 when $3.68 a share of common stock was re- 
ported as compared with $2.43 a share in the year be- 
fore. Since that time it is indicated that despite very 
sharp increases in taxes and other costs, Doehler ex- 
perienced another record earnings year in 1941, although 
the actual results have not as yet been reported. For 

the first 9 months of 1941, the company 

reported net income of $1,004,543 or, 
because of the small capitalization, $3.58 

a share of common stock. This com- 

pared with net income of $709,914 in 

the same months of 1940 which was 
equal to $2.53 a share. -The 1940 last 
quarter earnings were reduced by the 
necessity of providing for additional tax 
levies. Since taxes have been provided 
for in the 1941 quarterly reports it is 
unlikely that the results of the last 
three months’ operations in 1941 will be 
- as sharply curtailed as in the same quar- 

ter of 1940. On the basis of the 9 

months’ report it is probable that 1941 

earnings were in the vicinity of $5 a 

share. 

Doehler, at the date of the last bal- 
ance sheet, had no funded debt or other 
capital obligation prior to 280,426 shares 
of capital stock. Cash items of better 
than $1 million were almost equal to 
half of total current liabilities of $2.3 
million but there was an indicated need 
of additional working capital. This has 

been borne out by the recent declaration of a 6 per cent 
stock dividend instead of a cash disbursement but since 
the capitalization is relatively so small, payment of 
dividends in stock will not dilute the shareholders’ equity 
to the same extent as if bank loans or financing through 
the sale of prior lien securities had been resorted to. 
When a satisfactory working capital position has been 
achieved, there is no doubt but that cash dividends will 
again be restored. 


Worthington Pump and Machinery Corp. 


In the truest sense of the word Worthington Pump 
is a heavy durable goods manufacturer and, accordingly, 
the company’s fortunes have followed closely the trend 
in the demand for heavy goods. Thus, under a war eco- 
nomy when the greatest accent is upon products such 
as are made by Worthington, it is not surprising that 
the company is operating at full capacity and is report- 
ing sharply better earnings. 

Worthington Pump is a leading manufacturer of air 
and gas compressors, pumps of many kinds, Diesel en- 
gines, gas engines, rock drilling equipment and various 
other items of a similar nature. (Please turn to page 460) 
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THE PROGRESS OF 
OUR WAR PRODUCTION 


QO. course, we aren’t producing enough; but don’t let 
anybody tell you our war program is “bogged down.” 
The start of this war finds us much farther along than 
when we jumped into World War I. Look at the charted 
record below. Since May, 1940, when our first puny 
defense plans were formulated, aircraft output is up 
328 per cent; shipbuilding 290 per cent; machine tools 
over 200 per cent; steel output 48 per cent; copper de- 
liveries 93 per cent; lead shipments 96 per cent; output 


of railroad locomotives 200 per cent; machinery of all 
types up 86 per cent; output of chemicals up 34 per cent. 
Even this doesn’t adequately measure the achievement. 
A most significant fact is that the average machine tool 
delivered in the past two years does about three times 
as much work as the average machine previously in use; 
and that the total capacity of installed machine tools— 
already by far the greatest in the world—has almost 
doubled in 1940 and 1941. The Yanks are coming! 


FEDERAL RESERVE BOARD SUB-INDEXES OF INDUSTRIAL PRODUCTION 








1,500 T - 
AIRCRAFT 





1,000 





§00 























900 T T T T 
MACHINE TOOL SHIPMENTS 





600 





300 

















400 T T 
LOCOMOTIVES 





300 








200 


100 


























200 





T T T T 
COPPER DELIVERIES 





150 





100 








50 
































800 ; 
SHIPBUILDING 





600 





400 








200 














300 





' 
STEEL 








200 


100 











i) 
200 








! T 
CHEMICALS 


150 | — 


100 











50 























T T T 
LEAD SHIPMENTS 








100 





50 
































‘35 


























JANUARY 24, 1942 











Defensive Investment Program 


For Today's Conditions 


Preferred Stocks and Bonds Offering High Income Yield 


BY J. S. WILLIAMS 


As THE title of this discussion suggests, we are con- 
cerned here with the protection of capital and mainte- 
nance of income at a time of great international stress 
and unpredictable day to day developments many of 
which react strongly upon the investment status of in- 
dividual securities and the market as a whole. 

Certainly when investment stocks of the calibre of 
American Telephone, General Motors, National Biscuit 
and Consolidated Edison, to name but a few, sell at 
prices to yield anywhere from 7% to 12% at a time of 
unprecedented business activity and low money rates, 
something must be decidedly wrong. That something 
is primarily the war, although there are also other 
influences many of which were already at work long 
before open hostilities commenced. These are gener- 
ally well known to all and it will not be necessary or 
possible in the confines of this discussion to elaborate 


on such diverse and often debatable matters. Rather 
we shall attempt to deal realistically with a problem 
that confronts so many of us today: How can I best 
protect the value of my investment account and still 
be reasonably assured that my income will be main- 
tained? 

The answer to that question is obviously not simple. 
In each case individual circumstances may dictate a 
slightly different conclusion. In a minority of instances 
the investor may elect to keep his funds in cash or Gov- 
ernment bonds until such time as the situation clarifies, 
but unfortunately such a policy is neither practical or 
possible in the vast majority of cases. Most investors 
depend wholly or in part for their daily living expenses 
upon their investment income and they can no more 
afford the luxury of 100% liquidity than the average 
business man or worker can quit his job and still main- 

tain his living standard. In 
other words, They can’t have 





Selected High Income Preferred Stocks 


Issue Call Price RecentPrice Current Yield 
international Paper 5%. . ; 4 105 591%, 8.47 
Crucible Steel 5%... : 110 781 6.38 
American Sugar 7%... ae Ju NC 95 7.37 
OS SS ee ne pre ree ae 105 91, 5.49 
Allied Stoves 5%. ..........c000.- 100 80 6.25 
Worthington Pump Co. Prior, 444% 100 54 8.33 
*Wilson & Co, 6%.......... : 100 73% 8.18 
Republic Steel "A" 6%.............. 110 8314 7.23 
kh a a 105 58 8.62 
tNational Supply 6%................ 110 70 8.57 
NSE Sy ae ee rae 100 561%, 9.00 
> ar aan caeae 105 87 5.75 
Chicago Pneumatic Tool $3........... 55 37 8.11 
Associated Dry Goods 1st 6%......... NC 7714 7.75 


*—Arrears $3 as of 2/1 42; paid $10.50 last year. {—Arrears $6; paid $9.75 per share in 1941. NC 


Non-callable. 


their cake and eat it too. They 
will have to choose between a 
lower income and possibly the 
gradual dissipation of capital to 
meet living costs or the mainte- 


a Price Syaee 
nance of funds in corporate se- 


Hig ow 


737 511 e,e . 
a curities where the return will 
pa i compare favorably with former 
sen es years. Now some will argue 
87 11% that if a certain common stock 
73% 52% does not stage a comeback in 
77 601 the market nothing will. That 
7 7 may or may not prove to be the 
71% ” case, but as we all know there 
1 . 

75% “ have been numerous instances 
74% 54 . 

of so-called investment common 
9514 83% : se 
ani pe stocks having to reduce divi- 
at 1% dends in the past and it is a 


safe bet that the future will 
witness many more such cases. 

Not only will many of the 
normally steady peace-time 
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earners be hard hit by priorities and other war restric- 
tions, but of more general significance is the matter of 
the ever-increasing tax burden required to finance our 
all-out war effort. That is unquestionably the chief 
market bugaboo today and likely will remain a primary 
factor at least until such time as we can see some sign 
of a reversal in the upward spiral of Federal spending. 
It accounts for the high yields available on so many of 
our leading industrial equities and reflects the fear that 
the tax collector will get the cream of profits and leave 
the skimmed milk for the stockholder. All common 
stocks are not, of course, equally vulnerable and even 
in those instances where reduced dividends seem in the 
cards this may have been al- 
ready largely discounted by the 





that taxes, already high, are going higher and the limit 
of the increase may not yet be in sight. Whether it is 
or not is purely academic and the holder of a common 
stock on which the margin of protection for dividends 
is already narrow can hardly be expected to remain 
confident in the prospect for sustained income from this 
particular issue. 

Now let us suppose that this stock has declined in 
the market to a point where the returned based on last 
year’s dividend payments runs around 8%, a figure not 
uncommon in today’s market even for many former so- 
called “blue chips.” Is it not possible that present prices 
for such an issue already discount a lowering of the divi- 





market. Nevertheless for the 
investor who is not in a position 
to take a cut in income during 
a period of rising living costs 


Selected High Income Bonds 


1941-42 Price Grease 


and ever higher personal income Issue Call Price RecentPrice Current Yield High ow 
taxes, it presents a most serious Cities Service Deb, 5s, 1950........... 103 83 6.02% 91% 79 
problem and one calling for a Western Union 5s, 1960.............. 105 831, 6.00 8614 74 
serious attempt of solution. —— poten “fa, 2008.. = pm — pon wo 
outhern Pacitic Se DIST cee cc cccere . ‘4, ‘4 
Fortunately, — stocks Amer. & Foreign Power Deb, 5s, 2030. . 1071, 66 7.58 691% 52 
of the tax and priorities vulner- General Steel Castings 1st 514s, 1949.... 10214 971, 5.67 98 84 
able type are not the only Class Laclede Gas Light Ref, 51%, 1953...... 103 16 7.24 89 56% 
of security providing an indi- Southern Ry. Gen. 6s, 1956.......42.. NC 83 7.23 8414 74 
cated high current return, since _ Kansas City Southem Ref. 5s, 1950...... 105 68 8.09 75% 64 
there are many medium grade _— United Drug 5s, 1953........... ee 103 94 5.32 951k 82% 
bonds and preferred stocks sell- Cleveland Union Terminal 1st 5s, 1973... 105 6914 7.20 791%, 6014 
ing at comparable yields to N. : Chic, & St, Louis Ref. 5th, 1974. 10714 7712 7.05 1T%s, 6614 


which, in the writer’s opinion, 
the investor may look with 
greater assurance of unimpaired 


*—These bonds sell flat and current yield figure assumes full interest payment on April 1, next, based 
on wide recent coverage. NC—Non-callable. 





income. That is the type of 

issue included in the tables ac- 

companying this article. In each instance the issue ts 
well protected by both current and prospective earning 
power and, in addition, the present market price permits 
of price appreciation under improved general market 
conditions to an extent which should compare favorably 
with that on most of the currently high vielding junior 
equities. 

At this point in our discussion it may be well to 
emphasize the tax advantage of senior over junior issues 
and the basis for anticipating sustained income return 
on selected issues in the former group and the _ possi- 
bility of dividend reductions on the latter. To do this, 
we must first differentiate between bonds and preferred 
stocks and understand just how these two general types 
of senior issues differ from the standpoint of tax vulner- 
ability. Because of the fact that bonds represent debt, 
the interest paid thereon is an allowable deduction before 
computing the profit, if any, subject to Federal income 
and excess profit taxes. For this reason, the tax rate is 
of far less concern to the bondholder than to the stock- 
holder and in a purely hypothetical case it would be 


possible for a company to continue uninterrupted inter- 


est on it’s debt even if most or even all of the profit 
were soaked up by the tax collector. Obviously such an 
extreme case is not anticipated, since in effect it would 
spell the end of free enterprise and would prove disas- 
trous to bondholders and stockholders alike. As a prac- 
tical matter, however, we are concerned with the fact 
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dend and would not it be unwise to sell now at what 
may prove to be the bottom? Such an expression of 
hesitation would be perfectly logical in the case of the 
investor interested mainly in market action, but for the 
holder who depends upon income and cannot afford to 
have it reduced even for the duration, a switch to one or 
more of the selected preferred stocks or bonds should 
go a long way toward solving his problem. It will be 
observed that several of the issues provide a current 
return comparable with that on the common stock under 
consideration and the switch would therefore involve no 
loss in income on the amount of money involved. While 
an additional increase in the tax load conceivably will 
reduce the margin by which future preferred dividends 
will be earned, the present margins suggest the extent 
to which the increase could go before there would be any 
danger of a lower return to the holder as a result of 
higher taxes alone. 

Necessarily, a switch of this type is no asurrance 
against further market depreciation in the event of a 
general decline of the list as a whole, but the holder of 
issues not facing a dividend reduction is in a much more 
secure position during such a period and stands less 
chance of seeing his holdings long depressed than the 
holder of a vulnerable common stock. On the other 
hand an improvement in investor confidence and rising 
markets will surely attract buying in the senior issues of 
the type under consideration (Please turn to page 458) 
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Movies 


It will probably surprise many 
people when they learn that at- 
tendance at British: movie houses 
last year exceeded all previous 
peacetime records, averaging 23,- 
000,000 persons weekly despite air 
raids and blackouts. Prior to the 
war the best record was 18,500,000 
weekly. There must be something 
about war which gives people the 
urge to go to the movies. Attend- 
ance and box office receipts here 
have recorded substantial gains over 
the past year and to a point where 
leading producers have been able 
largely to offset the drop in revenues 
from foreign rentals. In addition to 
affording a relatively inexpensive 
form of entertainment, it appears 
that many people find the mov- 
ies a timely surcease from the 
stress and strain of a wartime at- 
mosphere. Leading producers are 
seeking to capitalize this psycho- 
logical urge and greater emphasis is 
being placed on farces, light come- 
dies and musical features. Even 
that familiar character Donald 
Duck will do his bit for defense in 
a feature release designed to soften 
the blow of heavier income taxes 
next March. Donald will swoon 
when he figures his tax, but when it 
is explained to him that his money 
will be spent for guns, tanks, ships, 
planes, etc., he will be convinced 
that his taxes are hardly enough. 
Effective propaganda. The mo- 
tion picture industry will be little 
troubled by priorities, rationing, etc., 
and is one of the few industries 
which promises to have compara- 
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tively clear sailing in the months 
ahead. This prospect has not gone 
unnoticed marketwise and_ the 
shares of both Paramount and 
Loew’s have attracted considerable 
investor interest. 


Erie 


Reorganization of Erie R.R. was 
officially consummated on Decem- 
ber 20, last, and holders of the vari- 
ous securities of the former company 
are now being requested to submit 
their holdings in exchange for new 
securities in accordance with the 
plan of reorganization. The new 





first mortgage 4’s due 1955, recently 
selling around 87 to yield better 
than 414 per cent, are worthy of in- 
vestment consideration. It has been 
estimated that net available for new 
fixed charges last year was sufficient 
to provide coverage of about three 
times, after deduction of capital and 
sinking funds. While earnings last 
year had the benefit of unusually 
favorable traffic conditions, pros- 
pects are for a continuing high level 
of traffic over the coming months. 
The income mortgage 414’s 2015, 
recently quoted around 52, carry 
accumulated interest of 414 per cent, 
which is expected to be paid on or 
before April 1, next. Earnings last 
year are expected to show better than 
20 per cent on the income bonds, 
and interest is payable out of avail- 
able income after deduction of fixed 
charges, capital fund and first mort- 
gage sinking fund. Interest is cumu- 
lative up to a maximum of 131% per 
cent and an annual sinking fund of 
1% of 1 per cent operates for the in- 
come bonds. The issue is specula- 
tive in quality but in the present 
setting offers the promise of liberal 
income and price appreciation. 


Reynolds Tobacco 


Again R. J. Reynolds Tobacco 
Co. was the first major company to 
issue its annual report for 1941. 


Tire rationing will create 
serious problems for 
many companies oper- 
ating large delivery 
fleets. The milkman may 
have to revert to horses 


—if there are any. 
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Sales last year established a new 
high record at $323,020,112, an in- 
crease of 10 per cent over 1940. 
Moreover the margin of operating 
profit last year was slightly higher 
than in the preceding period. It was 
pointed out, however, that a part 
of the sales increase was accounted 
for by the higher price for cigarettes 
as a result of the increased excise 
tax. The gain in sales appeared 
puny by comparison with the in- 
crease in taxes, which were up 70 per 
cent from the previous year. Over 
the past four years the company’s 
corporate income and excess profits 
taxes have nearly tripled. As a re- 
sult, last year’s net income was down 
about 9 per cent, and earnings avail- 
able for the common and class “B” 
shares were equal to $2.32 a share, 
comparing with $2.55 a share in 
1940. Inventories at the end of the 
year stood at $154,934,724, an in- 
crease of about 10 per cent, and 
accounted for an increase of $8,000,- 
000 in bank loans to $10,000,000. 
Cash totaling $9,381,172 was slightly 
higher than at the end of 1940. Divi- 
dends paid on the common and class 
“B” shares last year amounted to 
$2.10 a share, while the most recent 
quarterly payment was at the rate 
of 50 cents. 


Carloadings 


The National Association of Ship- 
pers Advisory Boards has predicted 
that in the first quarter of this year 
railroads can expect to load 6,054,- 
328 cars of freight, an increase of 
better than 8 per cent over the first 
quarter of 1941. If this forecast is 
borne out it will mean the largest 
ton-mile movement of freight in rail- 
road history. It is interesting to 
note that in the past two years esti- 
mates of carloadings by N.A.S.A.B. 
have been accurate within 1 per 
cent. 


No Tires 


Not a few companies are going to 
be hurt by the tire rationing plan. 
One of these seems likely to be Jewel 
Tea. The company operates more 
than 1,600 “wagon” routes, as well 
as 133 stores. While stores account 
for the greater portion of sales, it is 
believed that the routes afford a 
greater margin of profit. Should the 
company be forced to curtail the 
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Late Earnings Reports 


Earnings Per Share Dividends Paid Recent 

Company 1941 1940 1941 rice 
American Gas & Electric (c).............. $2.83 $2.94 $2.00 20 
American Tel. & Tel. (g).......-..-...+5- 2.53 3.11 9.00 127 
Attentic Coat bine (es)... <5... ceiscccseces 10.97 94 1.00 2414 
hele Bi ane 6 oioiessic i ccccisecesnnes 3.78 2.82 1.80 191% 
Continental Motors (h)...............40. 1.07 -20 -10 35% 
og 0) See 1.98 2.06 2.00 12 
Dew Gieteebth. .. usc cc acicecveeces 3.12 3.02 3.00 120 
NIE oo oc avicdusoaacwescnes 3.01 cael 1.50 15 
ON 5 ee alt cee ek waead ees 3.08 1.56 1.50 141 
Ce NOB ons og co cccctdsaccgeess 1.20 1.98 75 7% 
Hiram Walker-Gooderham (g)............ 2.03 2.01 4.00 33% 
International Shoe (c)............. 2.0000 2.15 1.93 2.0714 30% 
| eee ee 3.63 2.19 1.40 15 
Morrell (John), & Co. (j)... 6... 6. eae 4.38 5.12 2.75 371% 
National Power & Light (c)............... 1.06 1.39 45 3 
Northern Pacific (a). ..........-.....005- 2.39 pees aaa 5% 
re OO non ic Sot ec acces 4.34 2.02 1.00 1314 
UO doo Uh Saree vaciess oe odcameuree 1.53 1.67 1.00 5% 
NI CBP on ose nes Siete cee 9.01 1.11 dak 12% 
Waster: Union C0). <2... eces 5.81 2.72 2.00 26 


(a)—Eleven months ended Nov. 30. (b)—Year ended Dec. 31. (c)—Year ended Nov. 30. (d)—Six 


months ended Nov. 30. 


(e)—Nine months ended Nov. 29. 


(#)—Year ended Sept. 30. (g)—Quarter 


through Nov. 30. (h)—Year Oct. 31. (i)—Ten months Oct. 31. (j)—Fifty-two weeks ended Nov. 1. 





servicing of these routes, because of 
inability to secure replacement tires, 
it is a foregone conclusion that earn- 
ings will suffer a decline, even aside 
from the restricting effects of higher 
costs and taxes. Both Borden and 
Sheffield Farms, a subsidiary of Na- 
tional Dairy Products, operate large 
automobile fleets engaged in the de- 
livery of fluid milk and dairy prod- 
ucts and the maintenance of these 
fleets will present a considerable 
problem. And there is no assurance 
that they will be able to revert to 
horses. There won’t be enough 
horses to go around. 


Looking Ahead 


Forthcoming annual reports will 
probably reveal that not a few com- 
pany managements, acting con- 
servatively, have elected to set 
aside special reserves to take care 
of the many readjustments which 
will be forced on them in the post- 
war years. Already such companies 
as Sperry Corp., Curtiss-Wright and 
United Aircraft have adopted this 
policy and others will undoubtedly 
follow suit, particularly those com- 
panies which have been compelled 
to construct new plants, purchase 
vast new equipment and tools and 


train personnel in the interests of | 


the defense effort. Such reserves 


will, of course, constitute another 
item which will have to be absorbed 
by earnings, but even if these re- 
serves are set up at the expense of 
dividends, stockholders at least have 
the assurance that the inevitable 
post-war slump will be partially 
cushioned. 


Borg-Warner 


Among the handful of stocks 
which have been able to attain new 
1941-42 highs this year has been 
Borg-Warner. Recent levels above 
22 compare with the low last year 
of 16. Last year the company paid 
total dividends of $2 and at the 
present time there is a well founded 
basis for anticipating dividends of 
at least that amount this year. AlI- 
though primarily a manufacturer of 
automobile carburetors, transmis- 
sions, etc., the company has a back- 
log of more than $50,000,000 in de- 
fense orders on its books, more than 
sufficient to offset the deficiency in 
demand from the automobile indus- 
try. In the first nine months of 
last year net earnings available for 
the common stock were equal to 
$2.72 a share, compared with $1.76 
a share in the same period of 1940, 
and financial position at the end of 
last September was excellent, with 

(Please turn to page 459) 
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The Magazine of Wall Street's 


Common Stock Price Index 


Sixteenth Annual Revision 


1. ENTERING upon the seventeenth year of THe Maaa- 
ZINE OF Watt Srreet’s Common Stock Price Index we 
continue our annual custom of presenting for the many 
students of this Index a brief review of the principles 
upon which it is constructed and the changes embodied 


in this year’s revision. 


Based upon weekly closing prices of the most active 
common stocks listed on the New York Stock Exchange, 


the Index is designed to record the broader price move- 
ments in the more important industrial group averages 


and in the market as a whole. 


Taken in conjunction 


with our daily index of 40 Industrials, both of which 
appear as regular features in THe Macazine OF WALL 
STREET, readers are presented with a complete picture 
of the stock market in its short, intermediate and long 


term movements. 





THE MAGAZINE OF WALL STREET'S 
COMMON STOCK PRICE INDEX 


Group Swings in Two Eras 


(1925 Close—100, unless otherwise indicated) 




















on B eee | Hi eaaaaaes 4 Ping? Pace! b = _ 
ig ow 1g ow g. 26a ec. 6 lose jose 

COMBINED AVERAGE 173.1 17.5 122.0 22.7 55.9 49.2 53.9 43.9 
Agee teal qo oe ree 655.5 17.9 253.3 26.8 82.3 83.3 86.0 72.7 
ys (1927 Cl.—100).. 307.1 16.2 257.7 40.0 122.1 181.0 178.0 166.6 
= ines Cosa ‘an —100).. nite 409.1 56.8 165.2 244.2 312.8 233.4 
I de: icee Sie we 0° 60:0 272.0 11.4 72.6 7.3 32.0 31.6 22.7 29.7 
Automobile Accessories... ... 12.6 10.7 146.6 12.4 67.0 77.8 93.2 70.7 
Automobiles................ 5.8 30.1 6.8 8.9 8.2 9.9 7.1 
Beking Ay eae G- .—100).. As 28.5 4.8 12.7 6.1 8.3 5.1 
eS ene 6 308.6 39.8 123.7 97.7 91.9 81.7 

Bus Lines (1926 Ci. —100).. 11.3 129.2 13.2 89.3 47.3 62.4 38.2 
Chemicals ebahn ese t60% 53.6 247.7 71.5 133.0 154.2 153.2 148.5 
— ba eeewa shine 9.9 88.3 11.3 28.6 19.7 25.2 17.0 
eae Sache win S556 51.0 361.0 92.9 192.6 167.4 196.2 150.0 
opper & Brass.............. 14.9 217.3 20.3 84.4 68.0 87.2 69.2 
Dey See 28.3 57.8 21.8 29.2 27.6 25.6 25.8 
epartment Stores............ 4.5 42.7 6.6 18.8 18.9 18.9 15.2 
Drugs & Toilet Articles........ 35.1 108.8 31.1 43.0 44.5 37.3 37.9 
pinenee Seroenis. Pielke bie smote 23.7 441.1 33.2 255.8 135.3 172.0 100.8 
peed Brands. . ay 28.3 117.8 32.6 90.6 81.3 78.6 73.3 
Food _. eee 33.9 77.5 20.5 44.4 44.6 43.9 42.4 
. .... Sea Seeeanen 11.7 122.3 19.5 55.0 30.8 39.5 24.5 
Gold Mining............. Rs p 189.0 1372.0 331.3 1143.8 444.1 652.9 331.3 
Investment Trusts.......... : 406.2 9. 58.6 14.0 21.5 16.6 17.4 15.0 
Liquor (1932 Cl.—100)... x 360.0 85.0 134.5 167.3 140.7 155.8 
Meshinery come ba We cea kewecs . 28.7 209.8 35.6 93.5 85.0 107.2 80.1 
jail Order..... .. . 7.7 107.4 13.5 83.8 61.1 74.7 49.6 
Meat Packing . 15.6 120.3 21.9 41.7 39.0 46.6 36.8 
Metals, non-Ferrous.......... 273.0 19.3 334.1 30.1 128.7 104.3 133.7 101.9 
Mire oociec estes Ca 208.1 1.6 26.5 1.6 8.6 11.8 13.4 10.5 
COE SSeS ae 182.6 21.6 158.8 29.3 75.1 83.5 71.1 70.9 
Public Utilities. . weer 37.1 114.9 14.1 55.4 17.9 35.8 15.1 
Radio (1927 Cl. — 100) pevenied 321.1 6.2 35.4 5.4 11.4 6.5 9.6 5.9 
Railroad armen. weer. | 12.0 112.9 17.7 37.7 36.1 46.4 35.2 
Railroads... SovTetTT yl. 10.4 63.0 7.0 11.2 8.8 7.7 7.6 
_ 2a eee 177.4 2.1 28.5 1.2 2.6 1.8 1.8 1.3 
Shipbuilding................. 113.4 4.1 129.7 6.2 51.7 104.9 125.6 110.6 
Serre 173.4 11.7 165.6 19.1 66.5 62.0 81.6 61.2 
BREE ISS SSRs ernie 116.1 3.8 45.3 7.3 15.7 36.0 18.4 34.2 
See ee 386.9 53.9 216.5 79.3 118.5 172.9 183.8 176.3 
Telephone & Telegraph....... 252.3 21.0 97.4 28.1 45.5 38.5 33.9 30.6 
MIN 5255s 606 sin oenies cee 128.5 16.1 91.8 22.5 38.2 35.7 47.8 31.3 
Tires & Rubber............... 114.3 2.5 29.2 3. 15.1 13.2 11.6 7.9 
| ERAS errata 195.0 40.8 101.8 46.2 82.7 55.5 71.2 52.0 
Walety Biores ....... ss ccceesss 138.8 23.3 369.2 23.3 212.7 197.1 208.3 169.9 
100 HIGH PRICED STOCKSx .... 107.97 48.09 59.91 53.41 58.72 50.03 
100 LOW PRICED STOCKS«x 136.47 32.46 48.23 39.34 44.21 33.57 


x—(Nov. 14, 1936, Close—100). 


England and France declared war on Germany. 


High-Low records go back only to * 14, 1936. 
b—Day before the U.S.A 


a—Eight days before 


. was attacked by Japan. 








It will be recalled that judg- 
ment plays no part in selecting 
the issues to be included in the 
Weekly Price Index. The de- 
cision is left entirely to the trad- 
ing and investing public, under 
a purely mechanical rule that 
common stocks in which re- 
ported transactions amounted to 
500,000 shares or more during 
the preceding calendar year are 
added to the list automatically 
at the time of our regular an- 
nual revision. The procedure 
for eliminating deadwood is 
somewhat more flexible, though 
still purely mechanical. This 
year we have dropped all issues 
in which last year’s transactions 
fell below 95,000 shares, all 
which closed last year at less 
than 25 cents a share, and the 
stocks of companies which have 
gone out of business or been 
absorbed by other companies— 
unless such omission would re- 
duce a group to less than two 
component issues and so necessi- 
tate its discontinuation. 

Under the foregoing rules, 
twenty-two issues have been 
dropped this year, and two 
added; so that the 1942 Index 
is composed of 270 stocks 
(please see accompanying tabu- 
lation), against 290 last year. 
Once included in the list, a 
stock is carried along for the 
entire calendar year. If merged 
with another company, securities 
received in exchange are substi- 
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tuted. If delisted, over-the-counter 
prices are used until the new year, 
when the stock is dropped. Com- 
ponent issues are compensated, by 


customary methods, for all stock 
dividends, split-ups and_ rights 
valued at 10% or more of the stock’s 
market price immediately after sell- 
ing “Ex.” 

Annual revisision in the number, 
character and grouping of issues in- 
cluded in the list is essential to keep- 
ing the Index abreast with evolu- 
tionary changes in industry as 
mirrored in the stock market. An 
experience of sixteen years in ana- 
lyzing the behavior of the Index has 
amply confirmed the wisdom of this 
procedure, since it has served 
throughout the period to keep the 
Index thoroughly representative of 
the market as a whole, and has at 
all times caused it to cover more 
than 80% of the total volume of 
transactions in all listed common 
stocks. 


Computing the Index 


For the most part, group indexes 
are based upon 1925 closing prices 
as 100; but in a few instances, such 
as “Liquor” and “Air Lines,” a later 
year has been taken as the base, 
since stocks representative of the 
industry were not listed prior to 
such year. The “Unclassified” group, 
made up of issues which could not 
be assigned logically to any of the 
standard industrial groups, is based 
each year upon closing prices of the 
preceding year and not linked back 
to 1925 closing prices. 

Both the 100 High, and the 100 
Low, Priced Stocks indexes are 
based upon closing prices as of 
November 14, 1936, since the Com- 
bined Average also stood at ap- 
proximately 100 on that date. Each 
year the 100 High Priced Stocks are 
the hundred within our list which 
ended the preceding year at the 
highest prices. Similarly, the 100 
Low Priced Stocks are the hundred 
which ended the preceding year at 
the lowest prices, exclusive of stocks 
then priced at less than a dollar 
(the so-called “penny stocks”). This 
year the 100 High Priced Stocks are 
those which closed 1941 above 175%, 
while the 100 Low Priced Stocks 
closed last year at prices ranging 
from 1 to 85%, inclusive. 

(Please turn to page 459) 
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1942 Grouping of the 270 Component Issues 


3—AGRICULTURAL 
IMPLEMENTS 
Deere 
Harvester 
liver 


9—AIRCRAFT 


Aviation 

Boeing 

Cons. Aircraft 
Curtiss-Wright 
Dousglas 

Lockhead 

Martin 

No. Am. Aviation 
United Aircraft 


4—AIR LINES 


Eastern Airlines 
Pan. Am, Airways 
Trans. & Western 
United Air Lines 


5— AMUSEMENTS 
Loew's 
Paramount 
R. K, O. 
20th Century 
Warner Pictures 


13— AUTOMOBILE 
ACCESSORIES 


Bendix 

Borg 

Briggs 

Budd Mfg. 

Budd Wheel 
Continental Motors 
Electric Auto-Lite 


ayes 
Houd.-Hershey “B"’ 
Murray 
Stewart-Warner 
Thermoid 
Timken-Detroit 


13—AUTOMOBILE 


Chrysler 
General 
Graham-Paige 


Reo 

Studebaker 

White 

Willys 

Yellow Truck ‘'B” 


3—BAKING 


Cont. Baking 
General Baking 
Purity 


3— BUSINESS 
MACHINES 
Burroughs 
National Cash Register 
Remington-Rand 


2—BUS LINES 


Greyhound 
Omnibus Corp. 


6—CHEMICALS 


Allied Chemical 

Com. Solvents 

du Pont 

Tenn. Corp. 

Union Carbide 

U.S. Industrial Alcohol 


14—CONSTRUCTION 


American Radiator 
Barber Asphalt 
Bucyrus-Erie 

Crane 

Flintkote 
Johns-Manville 


National Gypsum 
National Supply 
Otis Elevator 
Pittsburgh Screw 
U. S. Pipe 

| Walworth 

| Warren Bros. 


5—CONTAINERS 


American Can 
Container Corp. 
Continental Can 
Crown Cork 
Owens-lll. Glass 


8—COPPER & BRASS 


Anaconda 
} Bridgeport Brass 
| Calumet & Hecla 
| Cons. Coppermines 
| Inspiration 
Kennecott 


Miami 
Phelps-Dodge 





Borden 
National Dairy 


6—DEPARTMENT 
STORES 
Allied Stores 


Asso. Dry Goods 
Gimbei Bros. 
Macy 

Marshall Field 
Penney 


| 6—DRUGS & TOILET 
ARTICLES 

Colgate 

Coty, Inc. 

Gillette 

Sharp & Dohme 

United Drug 

Zonite 


2—FINANCE COS. 


Com. Credit 
Com. Invest. Trust 


7—FOOD BRANDS 


Corn Products 
General Foods 
Hecker Products 
Libby McNeill 
National Biscuit 
Pepsi-Cola 
Standard Brands 





2—FOOD STORES 


Kroger 
Safeway 


4—FURNITURE 


Congoleum 
ervel 

Simmons 

Spiegel 





2—GOLD MINING 


Alaska Juneau 
Dome Mines 


6—INVESTMENT 
TRUSTS 


Adams Express 
American International 
Atlas Corp. 

Lehman 

Transamerica 
Tri-Continental 


3—LIQUOR 


Distillers—Seagrams 
National Distillers 





Lone Star Cement 


Schenley 


2—DAIRY PRODUCTS | 


| MACHINERY 


|  Alllis-Chalmers 
Am. Mach. & Fndry. 
Caterpillar 

| Foster Wheeler 
| General Electric 

| Timken Roller Bearing 
Westinghouse Mfg. 
Worthington Pump 


| 2—MAIL ORDER 


Montgomery Ward 
Sears, Roebuck 


Armour, Ill. 
obe 
Swift & Co. 


| 
| 
| 4—MEAT PACKING 
| 
| Wilson 


| 9—METALS, NON- 
FERROUS 


Am. Smelt. & Ref. 
| Am. Zinc, Lead 
Callahan Zinc 
| Cerro de Pasco 
| International Nickel 
| National Lead 
| Park Utah 
| St. Joseph Lead 
Vanadium 


3—PAPER 


Crown Zellerbach 
International Paper 
Union Bag 


21—PETROLEUM 


Atlantic Refining 

Barnsdall 

Cons. Oil 

| Cont. Oil 
Houston Oil 
Mid-Cont. Pe 

| Ohio 

| Phillips 

} Pure Oil 

| 

| 

| 





Richfield 

Shell Union 

Socony 

S. O., Calif. 

S. O., Indiana 
fo ag 

Superior Oil 

Texas Co. 

Texas Gulf Producing 

Texas Pac. C. & 

Tide-Assoc. Oil 

Union Oil 


16—PUBLIC UTILITIES 


Am, & For. Power 
Am. Power & Light 
Am. Water Works 
Columbia G., & E. 
Com. Edison 
| Cons. Edison 
Electric Power 
Engineers 
Int. Hyd. Elec. “A 
National Power & Light 
North American 
Pac. G. & E. 
Public Service, N. J. 
So. Calif. Edison 
Stone & Webster 
| United Gas Imp. 
| 


3—RADIO 


Radio Corp. 
Sparks-With. 
Zenith 


| 7—RAILROAD 
EQUIPMENT 


Am. Car & Foundry 

| Am, Locomotive 
Am. Steel Foundries 
Baldwin 


| Pressed Steel Car 


Pullman 
Westinghouse Air Brake 





| 16—RAILROADS 


Atchison 
Atlantic Coast 


B. 
Canadian Pacific 
Cc. & O. 


D. r H. 

D., L. & W. 
Great Northem, Ptd. 
Illinois Central 
Lehigh Valley 
N. Y. Central 
Northern Pacific 
Pennsylvania 
Southern Pacific 
Southern Railway 
Union Pacific 


2—REALTY 


General Realty 
U. S. Realty 


2—SHIPBUILDING 


ag ae Boat 
N. Y. Shipbuilding 


12—STEEL & IRON 


Allegheney-Ludium 
Am. Rolling Mill 
Bethlehem Steel 
Blaw-Knox 

Crucible 

Great N orihern Ore 
Interlake 

National Stee! 

Otis Steel 

Republic 

U. S. Steel 
Youngstown S. & T. 


2—SUGAR 


American Crystal 
Cuban-American 


2—SULPHUR 


Freeport 
Texas Gulf 


3—TELEPHONE & 
TELEGRAPH 


Am. Tel. & Tel. 
Int. Tel. & Tel. 
Western Union 


2—TEXTILES 


American Woolen 
Celanese 


3—TIRES & RUBBER 


Goodrich 
Goodyear 
U.S. Rubber 


4—TOBACCO 
Am. Tobacco ‘'B" 
Liggett & Myers '‘B”’ 
Lorillard 
Reynolds Tobacco ‘'B” 


2—VARIETY STORES 


Kresge (S. S.) 
Woolworth 


19—UNCLASSIFIED 
Am. Type Founders 
B. M. T. 
Canada Dry 
Cont. Insurance 
Curtis Publishing 
Eastman Kodak 
Glidden 
Int. Mercantile Marine 
Libbey-Owens 
Marine-Midland 
Martin-Parry 
Newport Industries 
Procter & Gamble 
Savage Arms 
ay 7 (F. G.) 
Pats Am. Gold & Plat. 

perr’ 

Tex. Pac. Land Trust 
United Fruit 















ereates opportunities for 
eapital appreciation 


. and Forecast subscribers will be guided in taking advan- 
tage of today’s special security situations. 


7 stocks have been selected, to be bought on recessions, for their short 
term profit possibilities: 


Unusual Opportunities: 3 low-priced stocks for substantial per- 
centage gains. Special situations . . . average price under 11. 


Trading Advices: 2 active stocks for market profit prospects. 
Potential leaders . . . average price under 42. 


Bargain Indicator: 2 sound, dividend-paying common stocks for 
appreciation. In strong position . . . average price under 21. 


Immediately on receipt of your enrollment you will be advised of 
these stocks . . . not only what to buy but WHEN TO BUY. They are 


armament and consumer buying beneficiaries . . . inflation hedges. 


THE FORECAST Will Serve You 
. . » In Today’s Markets 


Our first step in serving you will be to help you gear your present hold- 
ings to today’s War Economy . . . to new tax levies, inflationary trends 
and our One Hundred Billion Dollar Victory Program .. . advising you 
what, in our opinion, you should hold . . . what to sell. You will then 
be able to follow a strategic market course over the short term and the 
longer term . . . through specialized programs kept under our con- 
tinuous supervision. 


THE Forecast will advise you... by mail and by telegraph . . . not 
only what to buy but when to buy and when to sell. Selection of special 
situations and accurate timing are fully recognized as essential elements 
to successful investment under today’s kaleidoscopic market conditions. 


Enroll with THe Forecast TODAY. You will be certain to receive 
our current and new recommendations as made. Your subscription 
will start at once but date from March 1, 1942. 














THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 


vice by mail. (Your subscription shall not be assigned at any time without your consent.) 





NEW MARKET PHASE 





ws y 
Taking Profits in 1942 


LREADY . . . in the first half 

of January ... our subscribers . 
have been advised to accept 1934 
points profit with only 37% points 
loss... . a net of 157% points. 


This profit was made available on com- 
mitments in our three Short Term Pro- 
grams . . . Trading Advices, Bargain 
Indicator and Unusual Opportunities. Rec- 
ommendations had been made in the 
latter part of the year during periods of 
market weakness and were closed out on 
the rally which followed completion of 
the heaviest tax selling in history. 


Now ... our Short Term Programs are 
over 50% liquid with our subscribers fully 
prepared to take an advantageous posi- 
tion as a new base is established and an 
important advance is in prospect. The 
seven stocks carried are in an excep- 
tionally strong position and purchases are 
recommended ... on recessions. 


As a Forecast subscriber, you will be 
advised what to buy and when to sell 
with all commitments kept under our con- 
tinuous supervision. It provides the type 
of service you need to capitalize on the 
dynamic possibilities in today's war 
economy. 











90 BROAD STREET Cable Address: Tickerpub NEW YORK, N. Y. 
I enclose [] $75 to cover a six months’ test subscription; [] $125 to cover a full year’s subscrip- 


tion to The Investment and Business Forecast starting at once but dating from March 1, 
1942. I understand that, in addition to the telegrams I select, I will receive the complete ser- 


Continuous Consultation. Submit Your Securities for Our Latest War Economy Analysis. 
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Free Air Mail Service 


(J Check here if you wish Air 
Mail and it will expedite deliv- 
ery of our Weekly and Special 
Bulletins. This service is pro- 
vided FREE in such cases in 


Send me collect telegrams on all recom dati hecked below: 
0 UNUSUAL Low-priced Common Stocks for Market Appreciation. One or two United States and Canada. 
res a month, on average. Maximum of five stocks carried. $1,000 
OPPORTUNITIES capital sufficient to buy 10 shares of all recommendations. = e 
0 TRADING Active Common Stocks for Short Term Profit. One or two wires 
ADVICE a month, on average. Maximum of five stocks carried. $2,000 capi- 
Ss tal sufficient to buy 10 shares of all recommendations. We serve only in an advisory 
f BARGA Dividend-paying Securities for Profit and Income. One _ or i F 
O INDIC ao. two wires a month, on average. Maximum of five stocks carried. siti iga handle no funds or - 
$2,000 capital sufficient to buy 10 shares of all recommendations. curities and have no _ financial 
interest in any issue or broker- 
Name ....... SNE ee Pe ee Ae nate ET Se eT YT a Capital or Equity.......... age house. Our sole objective is 
the growth of your capital and 
NN ah Lisng: atk eral pre tnsah eh ed ise! ore eee we wy SNS eae ad em ule oa GE gt beep eietn oteca ethos Glee e erase wig wie eon te , ° 
income through counsel to min- 
1 RE a OU pear eee Pe Pn ahs he TR ee rare et Teme ee ML DE 55.0 eas dan, 24 imize losses and secure profits. 
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Per capita Business Activity since our last 
issue has risen another point, to a new all-time 
high, despite a sharp temporary drop in check 
payments during the opening week of the new 
year. This publication's index for December 
was 119.8% of the 1923-5 average, compared 
with 116.0 in November and 107.0 for Decem- 
ber, 1940. Average for the fourth quarter was 
117.2, compared with 118.2 during the third 
quarter and 102.4 in the closing quarter of 1940. 
Average for 1941 was 114.8, against 98.2 in 
1940—an increase of 17%. Without compen- 
sation for population growth, the index for 
December was 141% of the 1923-5 average, 
compared with 136 in November and 124 for 
December, 1940. Fourth quarter average was 
138, against 139 in the third quarter and 119 
for the final three months of 1940. 1941 aver- 
aged 135, against | 13 in 1940. 


Defense expenditures in December reached 
$1,997 million, an increase of $465 million over 
November. Expenditures to date, by half years, 
have been 1,909 million during 2d half of 1940; 
$5,131 million, Ist half of 1941; and $8,822 
million, 2d half of 1941—a total of $13,952 
million. Present plans call for war expenditures 
of around $16 billion in the first half of the 
current year and $56 billion in the fiscal year 
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Latest Previous Last 
Date Month Month ons PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION (a)! Dec. 167 166 139 
INDEX OF PRODUCTION AND scree sce wi lai 
TRADE (b) 49) Ce Pe ee ee Nov. 111 108 99 ended June 30,1943. Of the latter, it is expect- 
SAMMONS arcs) < uciccais See ee Nov. 118 116 101 ed that around $6 billion will be absorbed by 
Durable Goods............... Nov. 125 125 100 higher prices—a pure waste. Total Government 
Non-Durable Goods Sy ee. Nov. 112 111 103 expenditures in the 1943 fiscal year are estimated 
Primary Distribution............ Nov. 105 101 92 at $59 billion, of which $40 billion (two-thirds) 
Distribution to Consumers....... Nov. 101 94 100 wi'l be raised through bond sales, lifting the nat- 
Miscellaneous Services......... Nov. 104 101 93 ional debt to $110 billion, and calling for up- 
wards of $10 billion in new taxes under forthcom- 
WHOLESALE PRICES ee Nov. 92.5 92.4 719.6 ing tax legislation, of which $7 would be col- 
INVENTORIES (n. i. c. b.) lected in the 1943 fiscal year. 
DOT Eee aren ee Nov 156.9 154.3 124.3 ‘© o« 
PIN OUNE oi.5 dan nena eee Nov 237 237 213 
SIPMVENIS fa sik cs drcain Saisten nade Nov 201 206 150 Under the new victory program, employment 
situation by the beginning of 1944 is expected 
—e (d) aie 93.4 909 ese to 23.5 millions in war industries, 7.5 millions 
PFS Pee a pee exe SSIs : : : in the armed forces and 33 millions in civilian oc- 
a eine te wie are oinie sieve len eiR a — ip . cupations. Since the present distribution is 5 
td PIS AROS 8 PRA Sere ts NOS Biebe sa ne 70.4 730 millions in war industries, 2 millions in the armed 
Bie tie Gcig tise ee Spies ec. . , ? forces, 45 millions in civilian pursuits and 5 mil- 
Fuel and Light................ Dec 90.3 90.2 86.5 lions unemployed, this presupposes a cut of 27% 
SONNE OS 5. 5a 0 6 56m 5 4bte sivs o's Dec 102.8 101.9 98.1 : re »yed, p pp lh 
Purchasing Value of Dollar Dec 107.1 107.6 116.6 ah in Se See he sabes 
eves . : : top in England has been 30%. Wholesale 
NATIONAL INCOME (em)}....|| Oct $8,262 $8,064 $6,812 | Prices in the U. 5. are now 18% above last year, 
but the rise in commodities other than farm prod- 
CASH FARM INCOME}{ ucts and foods has been only 11.4%. 
eee os ee Nov $1,245 $1,306 $899 Clay oes 
ncluding Gov't Payments....... Nov 4:313 1,485 942 
Total, First 11 Months.......... Nov 4101088 sued: 8,257 : 
Prices Received by Farmers (ee)..} Dec. 143 135 98 Cena nneniits: ta: Sipatines op ittheg 
. 7 above last year and at the annual rate of 96 billion. 
Prices Paid by Farmers (ee). -.+-| Dee 144 143 128 Total for 11 months was 80.5 billion—18% 
— hg Received to wis Dec ~o 7 - above last year. Farm income during Novem- 
eset c ea ste a | ; ber, including benefit payments, was 40% ahead 
FACTORY EMPLOYMENT (f) A last year, — cage me : er 
Duntle Gen hae, neg awa. aun. | nee cee eae 
Non-durable Goods. .......--- | Nov 125.2 127.1 113.8 November were 2% ahead of October; but non- 
FACTORY PAYROLLS (f).....| Nov 115 8 t6s)|6 6th | Se _—. 
uring November were lf above 
RETAIL TRADE | last year, compared with 31% for 11 months. 
Department Store Sales (f)......] Nov 132 112 114 Total retail sales in November came to 4.5 bil- 
Chain Store Sales (g)........--- Dec 157 151 128 oe above year. December chain 
Variety Store Sales (g)......... | Dee. 160 153 140 | store Capes wees 26% ahead of last reel con: 
Rural Retail Sales (j)........... Oct. 167 174 122 pared with 20% for the year. Mail order 
Retail Prices (s) as of........... | Nov 107.5 106.2 93.7 sales dt December were 22% larger than a uel 
| earlier, against 26% for al! of 1941; while variety 
FOREIGN TRADE store sales rose 30%, against 14%. Stimu- 
Merchandise Exportst.......... OceBiNoveSIAST = — asncu. $671 lated by fears of consumer goods rationing, de= 
Cumulative year's totalf to...... Nov. 30 4492... 3,703 partment store sales in the fortnight ended 
Merchandise Importst.......... Oct. & Nov. BB5 kes. 430 Jan. 3 spurted to 33% above last year. Owing 
Cumulative year's totalf to...... Nov. 30 S002 cease 2,372 to this unexpected boom in consumer demand, 
| ————| stores are not staging the customary post-holiday 
RAILROAD EARNINGS clearance sales, despite abnormally heavy year- 
Total Operating Revenues * Sas Nov. S457012 bases $375,499 end inventories. Retail installment sales last year 
Total Operating Expenditures* . -| Nov. 5) 259,518 are estimated at 6.8 billion, a new all-time high, 
[Sc ee AES AG cen eer ere | Nov. MOSB60 weeess 33,690 17.8% above 1940, and equal to 125% of last 
— Rwy. a Income*... — eS ne 71,560 year's total retail sales which are estimated at 54 
perating Ratio %............ ov. 13.44 = «40. 69.11 billion. Owing to sharp cut in heavy goods output, 
installment sales thi may fall below 3 billion. 
BUILDING Contract Awards (k).| Nov. $459 $606 a eee eee 
F. H. A. Mortgages * * »® 
i ery 1 q i 
pore Sa some — “4 ed Railroad net income last year is estimated at 
ees nine yaa! ies 19 44 18 at $485 million, against $190 million in 1940. 
Building Permits (c) eee ya If rate increase are granted, current year's earnings 
914 Citiest _ —— a7 87 99 should be at least as good, despite higher wages 
7 A ela a ladda and operating costs. Revenue freight ton-miles 
New York Cityt.....-.--..-- Dec : = last year were 5% above the previous high record 
lo 
Mota As Tis nd 6.5 sana oi0 Se Dec 94 92 414 established in 1929. 
Engineering Contracts (En){..... | Nov $349 $406 $303 
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Latest Previous Last 
Date Month Month Year PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons*®....... Dec. 7,164 6,970 a : i 
Pig Iron Production in tons*....| Nov. 4,103 4,856 yon Annee ee ——, —_ 
Shipments, U. S. Steel in tons*..} Nov. 1,624 1,851 1,495 200,000 passenger: cars and Sgml wuchs for th 
: Beets ’ uary; but thereafter production will cease or the 
AUTOMOBILES duration. Production of heavy and — 
Production pseg' hn mae =e : | Ryd o — 
Fact Galactic after March 1st. By the end o armame 
iiss 7: Get 3821000 204255 492.200 | wil moe thn conerate fr lost can 
Registrations of rneares. te. 1. ee omen sales. Auto-parts conmenley 0 Se ounenees 
Passenger Cars, U.S. (p)........ Nov. 163,126 165,485 301,430 | Mit Yeer © produce twice Ses ——_ 
Trucks, U.S. (p).........0000-. Nov. 35,085 41,358 aagag | ee Goemneed i eet) een ee 
: 2 cars. 
he * * * 
PAPER (Newsprint) 
Production, U.S. & Canada* (tons).| Nov. 383 406 368 OPM has requested whiskey distillers to de- 
Shipments, U. S. & Canada* (tons).} Nov. 405 392 377 vote 60% of their capacity to production of ethyl 
Mill Stocks, U.S. & Canada* (tons).| Nov. 30 152 174 193 alcohol. The industry has responded by offering 
ae to devote 100% of capacity to this purpose, and 
LIQUOR (Whisky) too -day schedule. This would 
. perate on a seven-day schedule. 
Production, Ee Nov. 11,828 13,834 11,908 yield over 200 million wine gallons of alcohol 
Withdrawn, Gals.*.............. Nov. 8,143 7,602 10,490 annually, using nearly 100 million bushe!s of grain 
Stocks, Gals.*.................. Nov. 30 505,557 504,041 473,774 and releasing a million tons of sugar for — 
es ey = —| uses. Profit from alcohol would be mostly “‘vel- 
GENERAL vet"; since whiskey sales could go on as usual by 
Paperboard, new orders (st)... ... -| Nov. 527,829 595,634 426,614 drawing on inventories, which are equivalent to 
on taas oa : )| Oct. TES 68.7 49.4 five years’ supply. 
ailway Equipment Orders (Ry | * * 
EOCOMOSINGS sic 5 sees cs Sore | Nov. 2,270 3,574 6,414 
FTC LS ee Nov. 42 43 58 Orders for locomotives and freight cars booked 
Passenger Cars................. | 10 Mos. Me: “cscs 264 | by railroad equipment companies last year 
Cigarette Productionf............ | Nov. 17,141 19,632 14,347 were the largest since 1924. Companies enter 
Bituminous Coal Production * (tons).| Dec. 46,667 43,770 41,400 1942 with nearly $1 billion backlog in equip- 
Portland Cement Shipments * (bbls.).| Nov. 13,724 17,833 10,372 ment and armament orders. 
Commercial Failures (c)........... | Nov. 842 809 1,024 
WEEKLY INDICATORS 
Latest Previo ¥ 
on Week Week pa PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS . 
ACTIVITY 1923-25—100...... | Jan. 10 129.7 129.5 109.1 The new year opens with electric power out- 
— = 2 = “___| put at a new all time high, and nearly 16% above 
ELECTRIC POWER OUTPUT last year. Transmission lines are to be a 
aN a = 9 a ae er Jan. 10 3,480 3,389 3,003 connecting facilities in the north and north centra 
= "| soareas and the southeast. The drought threat to 
TRANSPORTATION production is abating and some saving in demand 
Carloadings, total................ Jan. 10 737,182 676,534 711,675 | Will result from adoption of daylight saving east 
Be isc cee anas Jan. 10 35,842 31,505 34,491 | of the Rockies, 
Se a ae Jan. 10 166,210 138,286 152,352 
Forest Rroductss..5. 20 sc.cssen iets Jan. 10 35,031 32,453 37,724 Nearly 83,000,000 tons of steel ingots were 
Manufacturing & Miscellaneous....| Jan. 10 318.291 312,037 301,095 produced last year—25% above 1940 and 65% 
[eCGE | ES | GCE eae aan ee amare Jan. 10 139,844 122,600 146,716 more than in the world war No. 1 peak year, 1917. 
So | ---———-——————————-—————| Owing to scrap shortage, the industry will do well 
STEEL PRICES this year to tie last year’s record; but present 
Pig Iron $ per ton (m)............ Jan. 13 23.61 23.61 23.45 capacity of 86,000,000 tons should be expanded 
Scrap $ per ton (m).............. Jan. 13 19.17 19.17 20.66 to 99,000,000 by 1943 upon completion of pro- 
Finishea’c per lo. (im)... 4... Jan. 13 2.305 2.305 2.305 | jected new steel plants and an additional 16,000,- 
———| —— — —————-————-—-—| 000 tons in pig iron capacity. 
STEEL OPERATIONS * * ® 
% of Capacity week ended (m)....| Jan. 17 96.0 96.5 98.0 Consensus of opinion in the oil industry is 
= aia Sais ————|_ that tire rationing wi!l not bring an appreciable 
PETROLEUM ‘ drop in demand for gasoline this year; since any 
Average Daily Production bbls.*..} Jan. 10 7 5 > oe 3,364 Saami r= . d 
2 ! decline in civilian consumption should be made 
Crude Runs to Stills Avge. bbls.*..| Jan. 10 3,891 3,961 3,543 
: ! ‘ up by greater demand from the army and navy. 
Total Gasoline Stocks bbls.*...... Jan.10 94,204 92,987 85,894 og: d 
: ' ! Output of 63 Texas oil fields has been reserve 
Fuel Oil Stocks bbls. *........... Jan. 10 94,885 95,857 100,553 ah : : ies he 
Crade—Mid-C § bbI } ' , for military use only. Five oil companies have 
‘tr sill “oallae end “af bl...... an. 17 1.17 1.17 1.02 agreed to a 50% cut in royalties on aviation gas 
Crude—Pennsylvania $ per bbl... -| Jan. 17 2.23 2.23 1.33 and a further cut of 14% after July 1, 1943. 
Gasoline—Refinery $ per gal...... | Jan. 17 085 .085 051 ‘ 








TMillions. 


long term trend. 


*—Thousands. 


Preliminary. 








(c)—Dun & Bradstreet. 


(a)—Index Federal Reserve 1935-39—100. 
(cm)—Dept. of Commerce estimates of income paid out. 
(En)—Engineering News-Record. 


(e)—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. 
(g)—Chain Store Age 1919-31—100. (h)—U. S. B. L. S. 1926—100. 
lron Age. 


(n)—1926—100. (n. i. c. 6.)—Nat. Ind. Conf. Bd. 1935-39—100. 
(r)—Revised. (Ry)—Railway Age. 


(j) Adjusted —1 929-31 —100. 
(p)—Polk estimates. 


(b)—Federal Reserve Bank of N. Y. 


100% —estimated 
(d)—Nat. Ind. Conf. Bd. 1923—100. 
(f)—-1923-25—100. 
(k)—F. W. Dodge Corp., (m)— 


(pc)—Per Cent of capacity. (pl)— 


(s)—Fairchild Index, Dec., 1930—100. (st.)—Short tons. 








JANUARY 24, 1942 












Progress of price control legislation through the House 
and Senate has been delayed principally by the O'Mahoney 
amendment, which in effect would permit prices of farm 
commodities to rise 20 to 25 per cent above parity before 
sed ceilings could be imposed. Last week, however, it 

came evident leading farm organizations were split in 
their views on the legislation. Eleven farm organizations 
endorsed the amendment. On the other hand two of the 












largest, National Farmers' Union and National Assoc. of 
Grain Co-operatives issued a joint statement to the effect 


Trend of Commodities 


that the legislation “has placed a great many of the nation's 
farmers in a false light’ by making them appear to "seek 
advantages never before asked by the farmer". Unless 
conferences between the House and Senate result is con- 
siderable modification of the O'Mahoney amendment, the 
price control legislation would seem to face certain vetos. 
It is interesting to note that following price control is Great 
Britain the increase in 1941 was held to 5 per cent compared 
with 21'/ per cent in 1940. The over-all rise in British prices 
since the outbreak of war has been slightly less than 25%. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 
































































Jan.9 Jan.16 Jan.9 Jan. 16 

28 Basic Commodities............ 162.4 164.1 Domestic Agricultural ........... 175.8 176.7 

Import Commodities ............ 160.2 161.0 NUIASEAMEMNTIB Uo w\'g.oxe) oie Sa oxei vier srelete sieleie 179.8 180.4 

Domestic Commodities .......... 138.8 166.1 PRN EISEN oo a. aro'e 0 0s sis Sphe'enis 150.3 152.6 

t vi 
ss coe en PRESENT POSITION AND OUILOOK 
COTTON é 
Price cents per pound, closing Cotton. In the cotton trade the feeling was 
DMD crn cnions Siseats snwisats Jan. 16 18.00 1706 | asd prevalent legislative horse trading might result in 
EE a Sys Dl ead Jan. 16 = 18.17 17.86 10.39 the farm bloc giving up the O'Mahoney amend- 
ERR ER IRIE SS Sat AL Jan. 16 19.68 19.32 10.62 ment in exchange for a provision which would 
(In bales 000's) not permit Commodity Credit Corp., to sell loan 
Consumption, U.S............... Nov. 850 954 775 stocks below the minimum price ceiling provided 
Exports, (Ex-Linters)............. Aus. 34,967 32,718 64,743 by the price control bill. For the most recent 
Imports (Ex-Linters).............. Aus. 43,322 17,243 10,153 seek cotton prices registered gains ranging from 
Government Crop Est............. Dec. 1 40976 «...... 12,686(ac)) 27 to 35 points. Bids on Government held cotton 
Active Spindles (000's).......... Nov. 22,063 23,069 22,799 will be opened this week. 
. a + 

WHEAT Wheat. Prices displayed nervousness and 
Price cents per bu. Chi. closing news relating to the price control measure emanat- 
| ERS ase eek ee ere Jan. 16 131 1283, 867% | ing from Washington appeared to be the domi- 
DS ie eek Gian eee Jan. 16 132% 1301% 8134 | nant influence marketwise, in all grain trading. 
Exports bu) (000's).. ..........0.00% Sept. 5,767 eney cher At the week's close, under the impetus of fairly 
Gov't Crop Est. bu. (000’s).......| Dee. 1 945,937 ...... 816,698(ac)| well sustained buying pressures, fairly good 
| gains were shown. May contracts were up 1% 
CORN cents. Rye rose 35% cents and May soy beans 
Price cents per bu. Chi. closing were up 514 cents. Rye featured the gain mar- 
RRR oes os ake Sots sion tees Jan. 16 85% 8534 6358 | kets, influenced by reports of large lend-lease 
DS ia cue ok een eSu Oe Jan. 16 875% 8734 63% | demand. Rumors were current that ninety-day 
Exports'bu: (000's)..............045. Sept. 2,834 VOTH eae restriction on inventories of soy beans might be 
Gov't Crop Est. bu. (000's)....... Dac. 1 2672541 | wae es 2,449,200(ac)| removed, but nothing along these lines developed. 
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COPPER 
Price cents per Ib. 
ee ee Jan. 16 12.00 12.00 12.00 
Exports ROU Wake ca sieircee Ge Jan. 16 11.00 11.00 10.25 
Refined Prod., Domestic*......... Dec 86,961 84,718 85,135 
Refined Del., Domestic*.......... Dec 137,368 123,168 1 12.681 
Refined Stocks, Domestic*........ Dec. 31 75,564 72,352 149.779 
TIN 
Price cents per lb. N. Y...........] Jan. 16 52 52 50.15 
Tin Plate, price Siper'box:......< Jan. 16 5.00 5.00 5.00 
World Visible Supplyt as of...... June 30 38,600 40,777 31,869 
Ry: 4x, Deliveriest EE Tea ay Nov. 8,355 8,000 12,505 
U. S. Visible Supplyt as of ....... Nov. 30 2,186 1,127 4,362 
LEAD 
Price cents per Ib., N. Y.......... Jan. 16 6.50 5.85 5.50 
U. S. Production*. 0.0... oo... Nov. 48,930 37,291 57,926 
RS Se SIPIME NES. 6 oso 2 sis: aso cree Nov. 45,980 45,537 57,510 
Stocks (tons) U.S., as of.......... Nov. 30 13,671 10,735 35,791 
ZINC 
Price cents per Ib., St. Louis... <<: Jan. 16 8.25 8.25 7.25 
RS: Production * Teme te Cee Nov. 74,710 75,980 61,502 
U.S. Shipmente®.... wc. cccccces Nov. 73,122 73,813 66,064 
Stocks, U.S. as of*.............. Nov.30 21,594 19,497 27,060 
SILK 
Price $ per Ib. Japan xx crack Jan. 16 3.57 3.5 
. Japan xx crack..... 3 ; Ay | 2.56 
Mill Dels. U.S. (bales)........... Nov. 5,676 4,160 36,374 
Visible Stocks U. S. (bales) as of...| Nov. 30 55,486 57,508 60,330 
RAYON (Yarn) 
Price cents'per lb... - 0. ccs cnc. Jan. 16 53 53 53 
Consumption (a)................ Nov. 38.6 41.7 34.8 
| Nov. 30 4.5 5.4 6.7 
WOOL 
Price cents per Ib., raw, fine, Boston.| Jan. 16 1.05 1.05 9814 
Consumption, period ending (a)....] Oct. 31 53,720 42,856 39,240 
HIDES 
Price cents per Ib. No. 1 Packer Jan. 16 151% 
ic - No. ee s 9 1514 13) 
Visible Stocks (000's) as of....... Oct. 31 13,997 13,496 13,377 - 
Boot and Shoe Production, Prs.*...| Nov. 34,702 46,655 30,533 
RUBBER 
Price cents per Ib... ate Jan. 16 2214 221% 20.62 
Imports, U. Ses Oct. 72,222 83,151 74,716 
Consumption, U.S.f¢........ Oct. 60,418 53,655 59,644 
Stocks, nC Oct. 31 454,711 473,684 235,353 
Tire Production (000's)...........] Nov. 3,964 4,834 4,732 
Tire Shipments (000's)............] Nov. 4,048 5,867 4,969 
Tire Inventory (000's) as of........| Nov. 30 4,043 4,123 4,163 
COCOA 
Price cents per Ib... ........0...00. Jan. 16 8.95 8.69 5.32 
Arrivals (bags 000's)............. Nov. 206 303 369 
Warehouse Stocks (bags 000’s)....} Jan. 16 Ue are 1,357 
COFFEE 
Price cents per Ib. (c)............ Jan. 16 13% 13% 8 
Imports, season to (bags 000's)....} Dec. UA) ne 5,062 
U. S. Visible Supply (bags 000's)..} Jan. 1 2,187 2,024 2,123 
SUGAR 
Price cents per Ib. 
EST ILC CORD Caren eee Tact aa Jan. 16 3.74 3.74 2.92 
Refined (Immediate Shipment)...| Jan. 16 5.45 5.25 4.45 
U. S. Deliveries (000's)*.......... 11 mos. Lc) re 6,324 
U. S. Stocks (000's)* as of (rr)..... Nov. 30 524 713 582 












Copper. Production and consumption of 
copper last year attained a new high record, 
Supplies of refined copper at the end of the year 
were equal to only one month’s supply. The 
decision of Metals Reserve Corp., to pay a 
premium for copper produced in excess of 1941 
quotas is a salutary step to encourage substantially 
increased output this year. 

. *« * 

Tin. Many things which we have been ac- 
customed to purchase in cans will be available in 
other types of containers only in the near future. 
Included will be coffee and beer. Of the tin 
used in containers, however, 80% is food packs 
and there will be no curtailment there. 

* * * 

Lead. The premium which will be paid by 
Metals Reserve Corp., for lead produced this 
year in excess of 1941 quotas will be equivalent 
to 9.25 cents, New York. 

- * . 

Zine. Like copper, production and con- 
sumption of slab zinc last year set new high records 
on an annual, monthly and weekly basis. With 
additional smelter facilities this year another new 
set of records is promised. 

. * ” 

Silk. A\ll silk hosiery is still available but it 
won't be for long. A number of chains have 
already started to feature full fashioned rayon 
hosiery 

- * * 

Rayon. Domestic producers have been author- 
ized by OPM to allocate 13 million pounds of 
rayon annually to Latin-American mills. Reports 
indicate that sales will be made through govern- 
ment approved channels. 

* * * 

Wool. It is expected that new ceilings on 
South American wools will shortly be issued. 
In the trade considerable uncertainty prevails 
conceming recent government regulations re- 
stricting consumption and fixing prices. 

* * a 

Hides. It is anticipated that that leather prices 
may be advanced following passage of the price 
control measure now before Congress. Look for 
a variety of leather substitutes in cheap shoes in 


the near future. 
* . + 


Rubber. Production of synthetic rubber is 
really coming to life. Present plans call for facilities 
capable of producing 400,000 tons of synthetic 
rubber annually. Previously such plans had been 
shelved for some months. 

* * * 

Cocoa. Trade interests expect that OPA will 
order a downwardrevision in present temporary price 
ceilings, in the near future. Stocks in licensed 
warehouses, according to late reports total 1,133,- 
120 bags. 

+ . * 

Sugar. Previously everyone was assured that 
the current sugar shortage was due to hoarding by 
uninformed housewives. Now Secretary of Agri- 
culture Wickard warns of a possible stringency in 
supplies and urges the liberal use of substitutes. 
The elimination of Hawaiian and Philippine pro- 
duce is blamed. 





tLong tons. *—Short tons. 


(r. r.) 





(a}—Million pounds. 


(ac}—Actual. 


(c)—Santos No. 4N. Y. *—Thousands. NA—Not available. 
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Money and Banking 













































































i 
Latest Previous Year 
Date Week Week Ago COMMENT 
yee ce | All member banks, in their latest statement 
ime Money (60-90 days) Pee a Jan. 17 11 11 11 member banks, in their lates statement, 
Prime Commercial Paper........ Jan. 17 uae “ue ue revealed an increase of $170,000,000 in excess 
RSM AGOBY. <5 8G ess sc ha Sac Jan. 17 1% 1% 1% reserves, to the highest level in five weeks. 
Re-discount Rate, N. Y......... Dent or 1% 1% 1% Meanwhile, currency in circulation continued to 
show the same trend upon which comment in these 
CREDIT (millions of $) columns has been made on several previous 
Bank Clearings (outside N. Y.)..... Jan. 3 re 3,230 occasions. Since Christmas currency circulation 
Cumulative year's total to......... Nov. 30 170667 ~—_........ 136,165 has declined only $162,000,000, substantially 
Bank Clearings, N. Y.............] Jan. 3 he rr er 3,870 less than normal. Currency flowing back into the 
Cumulative year's total to......... Move 30 465402 ...... 144,682 banks last year was likewise subnormal but in the 
F. R. Member Banks same period a year ago it dropped $275,000,000. 
Loans and Investments.......... Jan. 17 30,132 30,085 25,608 Despite all official assurances to the contrary 
Commercial, Agr., Ind. Loans...| Jan. 17 6,726 6,728 5,031 many people persist in believing that savings bank 
NE IN onic 55 65s oo sins Jan. 17 521 537 497 deposits will be taxed, if not actually confiscated. 
Invest. in U. S. Gov'ts.......... Jan. 17 12,179 12,085 9,873 ere 
Invest. in Gov't Gtd. Securities...| Jan. 17 2,966 2,964 2,756 
Other Securities............... Jan. 17 3,665 3,666 3,681 New York City Member banks now have on 
Demand Deposits.............. Jan.17 23,884 23,650 22,481 deposit $853,000,000 in Treasury funds, whereas 
pag Ee Jan. 17 5,318 5,348 5,419 a year ago the figure stood at only 16,000,000. 
New York City Member Banks Commercial borrowings, reversing their recent 
Total Loans and Invest.......... Jan.14 12,269 12,995 10,328 trend, showed an increase in the latest week, 
Commercial, Ind. & Agr. Loans..| Jan. 14 2,593 2,578 4,919 largely as a result of one large term loan. From 
vcsteopicss bag asap PE Jan. 14 360 362 323 here on, however, such loans will probably 
Invest. in U. S. Gov'ts.......... Jan. 14 5,388 5,358 4,325 record further gains as the tax payment date 
Invest. in Gov't Gtd. Securities...| Jan. 14 1,628 1,625 1,582 nears. Local banks last week bought more 
Other Securities............... Jan. 14 1,469 1,464 1,383 Treasury bonds than in any previous week since 
Demand Deposits.............. Jan. 14 10,172 10,165 10,542 the attack on Pearl Harbor. The only classifica- 
Time Deposits.................] Jan. 14 736 746 731 tion of Government securities to show a decline 
Federal Reserve Banks was Treasury notes which were down $1,000,000. 
Member Bank Reserve Balance...} Jan. 14 12,992 12,717 14,414 | a0 tas 
Money in Circulation.......... Jan. 14 11,062 11,109 8,542 | " 
ke ee Jan.14 22,740 22,742 22,066 According to M. S. Szymczak, member of the 
Treasury Currency............. Jan. 14 3,252 3,248 3,092 Federal Reserve Board, a further tightening in 
heat bee a ee Jan. 14 2,224 2,220 2,195 installment credit restrictions is scheduled for the 
Excess Reserves............... Jan. 14 3,560 3,390 6,900 near future. This he feels is vital in the interest of 
i tent Previ y effective inflation control, = with a 
a. ates revious sas monetary controls involving bank reserves. It 
NEW FINANCING (millions of $) Month Month Ago appears cour that the Federal Reserve will urge 
ew sat tetas rena tes an penises — ro Congress to enact the necessary legislation to 
ew Capital.................. <r : ; 
Refunding.................... DEC. keane 89 328 ee ny 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX : 
1941 1942 Indexes 1941 1942 Indexes 
No. of — eel 
Issues (1925 Close—100) Dec. 31 Jan. 3 Jan. 10 Jan. 17 (Nov. 14, 1936, Close—100)..Dec. 31 Jan. 3 Jan.10 Jan. 17 
270 COMBINED AVERAGE.... 43.9 47.4 47.8 48.6 ||/100 HIGH PRICED STOCKS..... 50.03 51.96 50.52 51.19 
100 LOW PRICED STOCKS...... 33.57 37.30 88:17 38:78 
3 Agricultural Implements. ..... 92.7 35:5 756 996 3 Liquor (1932 Cl_—100)...... 155:8 16333 1540 155.7 
9 Aircraft (1927 Cl.—100)..... 166.6 172.6 167.5 165.4 BO VIAENINGIN ok 5 clk ota eterna e 80.1 63-8 62:2 82:7 
4 Air Lines (1934 Cl.—100) 233.4 241.7 228.0 236.3 PD Wal Order. ss.) oc ccaacae es AVG 53:9 S1.7 S34 
5 Amusements............. 29.7 31.7 302° °30:0 A NACAU PACKING 5 .6:60.6 064 cea cen 36:8 41.3 42:1 - -41¢ 
13 Automobile Accessories 70.7 75.9 76.8 78.5 9 Metais, non-Ferrous.......... 101.9 117.4 118.5 131.7 
13 Automobiles............... 7.1 7.6 8.0 8.6 12) DS ee 10:5. -11:3 10:8 “10:9 
3 Baking (1926 Cl.—100)...... = | 5.6 a | 5.9 he ere 70.9 72.4 m2 74.1 
3 Business Machines........... 81.7 86.8 92.6 93.4 || 16 Public Utilities.............. 151 84 191 “188 
2 Bus Lines (1926 Cl.—100).... 38.2 50.3 63.9 57.8 3 Radio (1927 Cl.—100)....... 5.9 7.0 6.8 6.8 
6 Ghemicals..........55...0.- 148.5 153.2 156.3 150.2 7 Railroad Equipment.......... 35:2 ° §39:9"' “37:3 “36:6 
14 Construction................ i a i. a. 2 a ee sm 8 22 
5 Containers.................. 150:0 458.5 1541 15836 STS S a ee 413 125 1.8 47 
8 Copper & Brass.............. 69.2 72.9 69.7 175.1 2 Shipbuilding. ....-<.6.0.0..06..- 110.6 112.0 109.2 107.0 
2 Dairy Products.............. 25.8 “S68 27:7 2757 |) AeSteclhStlion’. «6.0s 6 ssscseoces 61.2 650 63.3 646 
6 Department Stores........... 15:0 “463° 45.7 “169 PROGR ER a x an cavecadsues> 34.2 364 37.6 37.0 
6 Drugs & Toilet Articles....... 37.9 39.7 39.7 42.9 PPCM EMIT Se iets ce anata 176.3 179:4 1740 176.5 
2 Finance Companies.......... 100.8 99.5k 108.6 105.1 3 Telephone & Telegraph....... 306 33.3 33.6 34.5 
TPOO Bands 0.0... occ ese 73.3 762 TL 786 SS Senn rene 31.3 30:3 33:4 34.2 
oP pee bo: 42.4 43.7 42.3 42.0 Si litesteoRubber.. 6... secs es 7.99 8.7 8.7 9.2 
MMMUMNE 20360 oa aan end eed ss 24:5 -27.1 98:4 “28:0 MMI OEOCO eee nee ea eee 52:0 544 53:9 546 
2 Gold Mining............... 331.3n 379.7 376.4 455.3 OV aiRty DORs 2-6: <!60s cette. 169.9d 182.5 183.0 187.2 
6 Investment Trusts............ 150 163 15:8 16.1 19 Unclassified (1941 Cl_—100).. 100.0 105.2 107.0 109.9 





New LOWS since: 


d—1938; g—1935; k—1933; n—1931. 
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The Personal Service Department of THe Macazine oF WALL Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1, Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 


at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Tubize Chatillon Corp. 


I own 500 shares of Tubize Chatillon com- 
mon at 9% and 50 shares of the Class A 
at 44. Considering all factors—present mar- 
ket prices, earnings possibilities, etc—would 
I be better off selling my common stock now, 
and using the proceeds for the purchase of 
additional Class A shares as a long-term 
investment? How does this company com- 
pare with the rest of the industry in recent 
sales and earnings growth—liability to taxes 
—operating costs? Will price ceilings on 
yarn prices affect Tubize Chatillon adversely? 
Are its production and manufacturing fa- 
cilities sufficient to enable it to benefit fully 
from the stoppage of silk imports?—D. I. 
0., Westport, Conn. 


One of the smaller units in the 
industry, Tubize Chatillon, since or- 
ganization in 1930 as a merger of 
Tubize Artificial Silk Co. of Amer- 
ica, has greatly increased its facili- 
ties for producing rayon yarns. The 
plants at Rome, Ga., now have an 
annual capacity of 16,000,000 pounds 
of viscose rayon yarn and 4,000,000 
pounds of acetate yarns. A $2,000,- 
000 plant addition is scheduled to 
begin operations early this year, 
thus giving the company the oppor- 
tunity of handling a large amount 
of additional business. Despite a 
lengthy period of capacity opera- 
tions, demand for rayon yarns has 
continued to outstrip production, 
with the result that producers’ 
stocks of yarn have been held at 
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negligible levels. In addition, the 
situation, has been further unbal- 
anced by the recent requirements 
placed upon producers to fill the 
needs of the silk hosiery industry. 
In view of these factors, production 
promises to remain at capacity for 
some time. Although costs are high- 
er, the recent moderate advance in 
yarn prices, combined with operat- 
ing economies of capacity produc- 
tion, should permit satisfactory prof- 
fii margins. The O P A has an- 
nounced that ceilings are to be im- 
pesed on yarn prices at levels which 
will reflect recent price advances, so 
that benefits obtained from the lat- 
ter will be retained. Past earnings 
record is not a good one, profits 
being reported in only three of the 
last eight years. However, a sub- 
stantial improvement in operations 
was effected in 1940, when earnings 
were equivalent to $1.24 a share 
against a slight loss in 1939. For the 
nine months ended September, 1941, 
net income totaled $971,958, equal 


to 40 cents a common share as com- 
pared with net of $1,083,586 and 77 
cents a share in the similar period 


of 1940. Operations before taxes 
resulted in substantial profits, but 
the deduction of $1,457,936 reserve 
for Federal taxes as against only 
$477,327 in 1940 was responsible for 
this earnings decline. Earnings on 
the class “A” stock for 1940 equaled 
$9.69 a share versus $7.00 in 1939, 
and were slightly over $7 a share 
for the first 9 months of 1941. 
Prospects for 1942 appear bright, 
and in view of the heavy demand 
being placed on the industry by the 
Government as well as from other 
sources, net income should show a 
better degree of improvement. The 
Singmaster patents for delustering 
rayon yarns, owned by the company, 
is some source of revenue, but does 
not bulk large in total returns. At 
the close of 1940, financial condition 
was satisfactory, current assets being 
much in excess of current liabilities. 
Further, stockholders approved the 
sale of $5,000,000 314% bond issue 
in order to refund bank loans and 
for additional working capital. In 
addition to this new issue, the capi- 
tal structure consists of 24,395 shares 
of $7 cumulative preferred stock, 
138,094 shares of $7 non-cumulative 
Class A stock and 299,214 shares of 
common stock having a par value of 
$1. No dividends have ever been 
paid on the common. In 1937 class 
“A” dividends were initiated, and 
while payments were omitted in 
1938 and only a small payment was 
made in 1939, payments have since 
been made on a $1 quarterly basis. 
Any further increase in earnings 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 





should result in larger payments to 
holders of the class “A” stock. Pos- 
sibility of dividends being paid on 
the common stock appears remote 
as a total of $7 must be paid to “A” 
stockholders before any common 
dividends can be declared. 

While retention of the common 
stock may be considered at present 
low levels, a switch into the Class A 
stock would increase your income 
status materially if this is of impor- 
tance to you. 


Cuban-American Sugar 


How do you appraise the effect, on the 
sugar industry, of the United States’ in- 
volvement in the war? Do you regard the 
outlook for Cuban-American Sugar Co. as 
encouraging? I purchased 200 shares of 
common at 8% last year. I considered selling 
for tax purposes in December, but held off, 
feeling that its market price might advance 
this year and enable me to sell at a good’ 
profit. Do you believe this is a possibility? 
Are new Government regulations (or revision 
of existing ones) in prospect? Does the 
company’s increased volume for 1941 reflect 
increased demand—or is it the result of 
advance buying?—E. K. L., Boston, Mass. 


The Cuban-American Sugar Co. 
is one of the leading sugar producers 
of Cuba, although in itself it does 
not own any plants or other impor- 
tant units, but operates various 
properties under rental agreement. 
For years the company has had a 
most unsatisfactory record as_ to 
earnings, but under the capital re- 
adjustment which has been effected 
it now appears in much better posi- 
tion. Owing to United States im- 
port quota and Cuban production 
quotas the company, in recent 
years, has been limited in its pro- 
duction of raw sugar to an amount 
less than one-half of its annual 
capacity of 4,531,000 bags of 325 
pounds each. Its refineries have a 
daily refining capacity of approxi- 
mately 2,100,000 pounds of sugar. 

Under a war economy this picture 
now changes entirely. To _ begin 
with we have unfortunately lost the 
Philippine Islands sugar crop for 
1942 and the Hawaiian crop is seri- 
ously threatened. This is almost 30 
per cent of our normal supply, equal 
to about 2,000,0000 short tons. In 
addition, record demand for sugar 
last year used up the year-end re- 
serve that might be drawn upon from 
Porto Rico and Cuba. Quotas have 
now been lifted and Cuba is to pro- 
duce to the limit. The guaranteed 
price at Havana of 2.65 cents a pound 
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is nearly one cent above the price 
Cubans received for their sugar a 
year ago. At the same time, United 
States duty has been cut to three- 
quarters of a cent a pound from 
nine-tenths of a cent and ocean 
freight rates have been reduced. The 
United States Government has 
agreed to purchase all the 1942 crop 
that Cuba does not consume itself 
or sell to its Latin-American neigh- 
bors. To assure ourselves of a suffi- 
cient supply it has been necessary 
for the Office of Production Man- 
agement in Washington to order cur- 
tailment in distribution to the 1940 
rate. 

Figures are not as yet available 
for 1941, but under the favorable 
conditions the company will be oper- 
ating under in the current year it 
could reasonably be possible that 
attention may be given to dividends 
in the not too distant future. We 
feel the shares are reasonably priced 
and suitable for inclusion in specu- 
lative portfolios. 


Foster Wheeler Corp. 


I am anzious to expand my holdings of 
war-favored stocks and would like your opin- 
ion of Foster Wheeler. I now hold 100 shares 
of the common, bought at 20. Would you 
recommend additional purchase at the cur- 
rent market price (around 1134)? What is 
the company’s present backlog? What part 
of it represents Government orders? What 
are the prospects for further growth in sales? 
Will it be possible to maintain good profit 
margins? Is the company especially vulner- 
able to taxes? What is the financial position, 
in view of the recent expenditures for ex- 
pansion? What is the status of its foreign 
plants?—E L. M., Chicago, IIl. 


Reflecting additions to plant fa- 
cilities, shipments currently are run- 
ning ahead of those for the first six 
months, and this trend should con- 
tinue for quite some time. Unfilled 
orders as of June 30, totalled $46,- 
518,000, as contrasted with $18,301,- 
100 in June of 1940. The expanded 
program of the U.S. Merchant Ma- 
rine and Navy promises continued 
large demand for boilers, condensers, 
evaporators and air pumps. Foster 
manufactures and installs a wide line 
of boiler equipment and oil refinery 
machinery, and in addition produces 
brass and copper pipe, air-condition- 
ing and cooling equipment, and per- 
forms engineering services. The 
products are sold mainly to public 
utilities, industrial organizations, oil 
companies and the Navy, and it is 
expected that sales to all of these 


divisions should show substantial in- 
creases, especially to the Navy. The 
bulk of the business done by the 
company is domestic, but foreign 
business also is important. The 
main plants are located at Cataract, 
N. J., and Dansville, N. Y., with 
those of foreign subsidiaries at Ste. 
Catherines, Canada, and Egham, 
England. As a result of unsettled 
conditions abroad and the situation 
as to foreign exchange operations of 
the 100 per cent owned British sub- 
sidiary were not included in 1940 
results. Parent Company in its 1940 
report stated that its subsidiaries in 
Canada and Great Britain had 
shown profits for the year with 
activities on a full time basis. 


In November of 1941 it was an- 
nounced that the Standard Oil Co. 
of New Jersey had awarded the firm 
a contract for the construction of a 
large plant in New Jersey. While 
the company’s past earnings record 
is not an impressive one, earnings 
in 1940 showed a substantial in- 
crease, being equal to $3.43 a com- 
mon share, as contrasted with a loss 
of 10 cents a share in 1939. For the 
six months ended June 30, 1941, 
earnings were equal to $1.66 a com- 
mon share, as contrasted with $1.15 
a share in the similar period of 1940. 
This increase was registered despite 
the fact that the company had set 
up a provision of $731,680 for in- 
come and excess profits taxes. It is 
estimated that net for 1941 will be 
around $1,500,000 or better than $5 
a share. Preferred dividend arrears 
of $49 a share as of January 2, 1942, 
indicates that the near-term pros- 
pects for common dividends are not 
bright, but it is possible that these 
arrears on the small amount of pre- 
ferred stock outstanding may be 
cleared up in the near future. Net 
working capital which had steadily 
declined after 1929, has improved 
slightly since 1937. The position at 
the close of 1940 was fair, bank loans 
of $1,200,000 having been eliminated 
during the year. Total current 
assets amounted to $6,999,055, in- 
cluding cash of $1,290,552 and cur- 
rent liabilities of $3,471,192 thus in- 
dicating a net working capital of 
over $3,500,000. Capital structure 
of the company consisted of 16,728 
shares of $7 cumulative preferred 
stock, no par value, and 258,180 
shares of common stock having a 
par value of $10. With a sustained 
high rate of operations and _ prof- 
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itable earnings indicated for some 
time, the volatile common has at- 
traction at current prices and as a 
war-time beneficiary, we believe that 
modest amounts may be added to 
your portfolio. 





General Bronze Corp. 


Is General Bronze in a position now to 
make any substantial gains by virtue of 
defense orders? If so, what would be the 
nature of the products? Being a highly 
specialized company, would this necessitate 
large expenditures for new plant facilities, 
equipment, etc—which, in turn, would di- 
lute earnings? Is the ornamental bronze 
business at a complete standstill because 
of priorities on metals? What would you 
advise on 200 shares for which I paid 514? 
On the theory that increasing defense needs 
will inevitably benefit the company, would 
you recommond an increase in my holdings, 
in anticipation of higher market values during 
the present year?—J. G. N., Detroit, Mich. 


The regluar lines of business con- 
ducted by General Bronze Corp. 
in normal times is the manufacture 
and installation of ornamental and 
miscellaneous metal works. The 
metals used are iron, steel, stainless 
steel and non-ferrous metal such as 
bronze, brass and aluminum. The 
products are not only made in the 
company’s plants but contracts 
are entered into for their installa- 
tion in buildings and structures. For 
the year 1940 earnings were equal to 
46 cents per share on the common 
stock as against a loss of 18 cents 
per share for 1939. No interim re- 
ports on earnings are issued. 

From the standpoint of total 
activity of the home-building indus- 
try, the expansion phase of the past 
year and a half has in all probabil- 
ity now been brought to a close by 
the requirements of the National 
Defense Program. The principal 
factor pointing in this direction is 
the actual or threatened shortages 
of certain basic building materials 
or equipment, principally metal 
products for which both the raw 
material supply and to a less extent 
the available manufacturing facili- 
ties are in a critical demand for 
armament production purposes. 
While only very minor proportions 
of the total net of production of 
basic metals has been consumed by 
residential building even at the peak 
rate of activity in 1940 and 1941, 
the need for certain types of metals 
for armament purposes is so critical 
that governmental assistance in se- 
curing shortage items for use in resi- 
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THE NATIONAL CITY BANK 
OF NEW YORK 
Head Office + 55 WALL STREET - New York 





Condensed Statement of Condition as of December 31, 1941 
(In Dollars 


INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 
Cash and Due from Banks and Bankers. . 
United States Government Obligations (Direct or Fully 


Obligations of Other Federal Agencies. . 


Loans, Discounts and Bankers’ Acceptances..... 
Customers’ Liability for Acceptances 


Ownership of International Banking Corporation. . 


TOMES oS scien Seon phe es 
LIABILITIES 
Deposits....... bees athe $2,878,821,222 
Liability on Acceptances and Bills. . $13,092,737 
Less: Own Acceptances in Portfolio 4,495,723 8,597,014 
Items in Transit with Branches 8,131,542 
Reserves for: 
Unearned Discount and Other Unearned Income. . 3,843,790 
Interest, Taxes, Other Accrued Expenses, etc... 7,475,921 
PINGMMOMERG 3s o.oo elt ee Cla ented e- 3,100,000 
Octo! ct ae ene aS ee ere . $77,500,000 
17073) 3 Reed eeenaree eee ere teenth Mane enter er irae 77,500,000 
17,891,093 172,891,093 


| Undivided Profits... ... 2.020828 es 


Figures of Foreign Branches are as of December 23, 1941, except Hong Kong, 

Shanghai, Tientsin, Peiping, Tokyo and Rangoon, which are as of November 25, 1941. 

$190,851,507 of United States Government Obligations and $13,222,360 of other assets 

are deposited to secure $176,658,678 of Public and Trust Deposits and for other purposes 
required or permitted by law. 


Member Federal Deposit Insurance Corporation) 


$ 985,161,064 


1,137,543,527 
45,756,272 
164,997,544 
66,145,598 
618,810,573 
6,320,682 
6,376,694 
4,290,000 
7,000,000 
39,522,843 
1,607 
934,178 


$3,082,860,582 


$3 ,082,860,582 














dential construction is limited to 
dwellings which can definitely quali- 
fy as defense housing. Further- 
more, even for construction qualify- 
ing as defense housing, the use of 
certain critical items is considerably 
restricted in comparison with nor- 
mal building practice. Accordingly, 
the company adapted its facilities 
to the various fields of defense work. 
This was accomplished without 
large outlay of funds with the result 
that it is now operating at capacity, 
the large majority of unfilled orders 
being from the War Department. 
No dividends have been declared 
since 1930, but with the favorable 


outlook for the current year it ap- 
pears that this matter may come up 
for consideration. On the other 
hand, increasing taxes and operat- 
ing costs must be given careful con- 
sideration. Pending some clarifica- 
tion of earnings under an all-out war 
economy, we would advise against 
an additional commitment in these 
shares. 





... IN THE NEXT ISSUE 
SHADOW OF 
COMING EVENTS 


By Laurence STERN 
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Siochs te Buy for 
BACK DIVIDENDS! 


4 Issues with Unpaid 
Accumulations up to 


$63 a Share 
A SPECIAL REPORT on four 


Preferred Stocks with large 
accumulations of back dividends. 
These stocks are backed by com- 
panies currently showing earnings 
improvement which gives promise 
of ultimate payment or settlement 


of these back dividends. 


You can obtain analyses of these 
4 interesting situations by sending 
for the latest UNITED OPINION 
Bulletin. 


Send for Bulletin MW-90 FREE! 
UNITED BUSINESS SERVICE 


210 Newbury St. Boston, Mass. 
——seede E — 








United Airlines Transport 


I am anzious to know what the status of 
United Airlines Transport will be under the 
present war emergency. I own 100 shares 
acquired at 20 believing that the transporta- 
tion end of the aviation industry was entering 
a period of expansion. In view of “priorities” 
will the company be able to secure all the 
planes it needs? Will the loss of aviators 
to the Government be serious and result in 
any curtailment of service? Are there any 
prospects of dividends being paid? I would 
like to know something about the company’s 
background and earnings record.—L. L., 
Bridgeport, Conn. 

Operating over 70 transport 
planes, United Airlines conducts 
transcontinental passenger mail and 
express service between New York 
and San Francisco and numerous 
intermediate cities, and carries a 
greater amount of mail than any 
other domestic air line. Priorities 
have already had some effect upon 
the company, during 1941 five planes 
in service and five on order being 
released to the Government for 
national defense aid. In view of the 
pressing needs for planes of the type 
United uses, the probabilities are 
that very few of new orders placed 
will be filled. However, it is expec- 
ted that enough planes will be se- 
cured to enable operations to be 
maintained over its major routes. 
While it is expected that loss of 
personnel to the Government will be 
large, the aviators and mechanics 
training school operated by the 


company should furnish sufficient 
trained men to fill all vacancies. 
Passenger traffic is expected to de- 
cline somewhat, but this loss should 
be offset in part by the increased 
transportation of war products which 
is assuming greater prominence. 
Past earnings record is highly ir- 
regular, the company being able to 
show small profits in only three 
years out of the last seven. In re- 
flection of this poor record, only one 
dividend thus far has been paid, 
the 20 cents a share in 1936. Despite 
the increase in operating revenue, 
earnings for the nine months ended 
September 30, 1941 were equivalent 
to 45 cents per common share, a 
decline from the 68 cents a share 
reported in the similar period of 
1940. However, while off to a bad 
start in the first half of 1941, earn- 
ings for the three months ended 
September 1941 amounted to $1,- 
242,588, equivalent to $0.83 per 
share, as compared with $627,722 
and $0.42 a share in the similar 
quarter of 1940, and this upward 
trend is expected to continue. Al- 
though earnings during the near 
future are expected to show con- 
siderable improvement, dividend 
payments are not a near term pros- 
pect. Despite large equipment ex- 
penditures, finances have remained 
distinctly satisfactory, net working 
capital amounting to over $5,000,- 
000 at the close of 1940. The capital 
structure is comparatively simple, 
consisting of only 1,500,451 common 
share of $5 par value. While the 
present outlook is not clearly de- 
fined, the common stock has prom- 
ise as a long range growth specula- 
tion in view of the substantial 
earnings likely to be developed over 
a period of years. We are of the 
opinion therefore, that speculative 
retention of holdings is warranted 
ov a strictly long term basis. 
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here and unless there is a decided 
change in the factors now influencing 
quotations, the extent of the im- 
provement should compare favor- 
ably with the junior equity. 

While it would be possible to 
minimize the matter of price fluctu- 
ation by confining switches from 


vulnerable common stocks to high 
grade preferred stocks and bonds, 
this would in most instances not 
prove practical, since it would in- 
volve a lower income. Moreover, 
since high grade bonds and pre- 
ferred stocks are currently selling at 
close to all time highs, the possibility 
of a market comeback would be for- 
feited by such a move. That cer- 
tainly is not the desire of most in- 
vestors today despite the trend to- 
ward greater conservatism in a 
period such as the present. One 
point worth keeping in mind in the 
case of the investor desiring to keep 
his capital at work is that it is usu- 
ally safe to disregard fluctuations in 
well protected issues as long as these 
remain in keeping with the action of 
other comparable issues. In other 
words, a decline in a second grade 
preferred stock or bond of the type 
here presented should cause no un- 
easiness on the part of the holder 
if this coincides with weakness in 
the list as a whole. As long as the 
dividend or interest payments con- 
tinue to be covered by current and 
prospective earnings, the chances 
that market recovery will soon fol- 
low are far better than in the case of 
an issue facing a possible dividend 
reduction. 


Right here a word of caution may 
not be amiss. Don’t distrust the 
safety of all common stock dividend 
payments. While the $62 billion 
budget for the next fiscal year as- 
sures a further increase in corpora- 
tion income levies, these have been 
increasing for several years and 
especially last year so that it is no 
new problem for most companies 
even though a hard one. Chances 
are that most will go right on earn- 
ing money and paying dividends 
despite higher taxes and where the 
margin of earnings above the divi- 
dend paid last year is ample, as in 
the case of most of the steel stocks 
for instance, there would seem to be 
no cause for alarm. The thing which 
we are trying to avoid is, after all, 
reduced income from our invest- 
ments and unless priorities or other 
restrictive war influences are present 
or the margin of recent earnings pro- 
tection has been small, the desir- 
ability of sale now is open to serious 
question. Where these factors are 
present, then the time for action is 
now before income is actually re- 
duced and the effects of such reduc- 
tion find further reflection in rela- 
tive market quotations. 
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All stocks, regardless of size of the 
issuing company, are accorded equal 
weight in the Index on the grounds 
that a profit or loss on a stock of 
which only 100,000 shares are out- 
standing means just as much to a 
trader or investor as when there are 
10,000,000 shares outstanding. 

Each group index—including the 
Combined Average, and the 100 
High and Low Priced Stocks—is de- 
rived separately, as follows: First 
determine a price index for each 
component issue by finding the ratio 
of its closing price for the current 
week to its closing price at the end 
of the preceding year, and then take 
the unweighted arithmetic average 
of all such individual indexes within 
the group. This gives an auxiliary 
index, the “current year index.” 
Finally, multiply this current year 
index by the group’s closing index 
for the previous year. The result 
will be the group’s “secular index,” 
as published. 

Group Swings 

The accompanying tabulation of 
“Group Swings in Two Eras” pre- 
sents a spectacular epitome of broad 
movements in the Combined Aver- 
age and its 41 component industrial 
sub-groups during the historic pre- 
New Deal and New Deal eras. For 
the convenience of security analysts 
who wish to follow the influence of 
war upon the stock market, we have 
added two columns showing clos- 
ing prices for the weeks ended 
Saturday, August 26, 1939, and Sat- 
urday, December 6, 1941. The lat- 
ter was the day immediately pre- 
ceding Japan’s surprise attack upon 
Pearl Harbor. The former—eight 
days before England and France de- 
clared war on Germany and Italy— 
is regarded as a more appropriate 
pre-war base date than the subse- 
quent Saturday from which to meas- 
ure the war’s effect upon prices, since 
it had become virtually certain by 
August 26, 1939, that war in the 
near future was inevitable. It will 
be recalled that prices generally 
recorded their 1939 lows in the week 
ended August 26, and then re- 
bounded sharply during the ensuing 
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ervice to the nation in peace and war” 


Following the last World War a bronze and marble group 
was placed in the lobby of the American Telephone and 
Telegraph Company building in New York. On it are 


inscribed these words, “Service to the nation in peace 


and war.” 


They are more than words. They are the very spirit 


of the entire Bell System organization. In these stirring 


days, we pledge ourselves again to the service of the 


nation .. 


. so that “Government of the people. by the 


people, for the people, shall not perish from the earth.” 


BELL TELEPHONE SYSTEM ey 


week on the assumption that war in 
Europe would boom business in the 
United States. 
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while current liabilities were less 
than $19,000,000. Cash was in ex- 
cess of $13,600,000. Late last year 
operations were started in a new 
plant producing cartridge cases for 
105 m.m. howitzers. The production 
line is capable of turning out 350,000 
shell cases per month, and the com- 
pany was the first to attain large 
scale production of large calibre 
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COLUMBIA 
GAS & ELECTRIC 
CORPORATION 
The Board of Directors has 
declared this day the following dividends: 
Cumulative 6% Preferred Stock, Series A 
No. 61, quarterly, $1.50 per share 
Cumulative Preferred Stock, 5% Series 
No. 51, quarterly, $1.25 per share 
5% Cumulative Preference Stock 
No. 40, quarterly, $1.25 per share 





payable on February 15, 1942, to holders of 

record at close of business January 20, 1942. 

DaLeE PARKER 
Secretary 


January 6, 1942 














cases. Yielding nearly 10 per cent 
on the basis of the $2 dividend, the 
shares invite income consideration. 


So They Say— 


Armour & Co. will postpone in- 
definitely any plans for refunding 
bonds and the 7 per cent preferred 
shares of the Delaware company. 
. . . Some action on Nickel Plate 
preferred dividends is expected in 
the near future. . . . Recent action 
of Chicago Great Western preferred 
shares apparently reflects disap- 
pointment over failure of directors 
to take dividend action at the Janu- 
ary meeting. Those “in the know” 
did not expect any action until 
April. . . . Savage Arms will show 
earnings of $5 a share for 1941... . 
Pessimism over the outlook for can 
stocks appears to have been over- 
done. Some 80 per cent of containers 
are used for food packs and these 
will be highly essential in the war 
effort. 
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The public utility industry is _per- 
haps the largest individual user of 
Worthington equipment but under 
present conditions a large part of 
the output is taken by the ship- 
building industry for all types of 
craft from submarines to the larg- 
est battleships. Most of the equip: 
ment made and sold by Worth- 
ington is custom made, that is to 
say that it is designed specifically 
for each individual job. However, 
manufacturing, mining, petroleum, 
construction and road building ac- 
tivities all find some use for Worth- 
ington products with the result that 
unfilled order backlogs continue to 


gain in size despite the sharp in- 
crease of deliveries. Shipments 
reached a monthly total of $4 mil- 
lion last September and have since 
been increasing in volume. 

What the increased business has 
meant to Worthington from the 
standpoint of earnings is best illus- 
trated by 1940 results. In that year, 
the company reported earnings of 
$2.2 million or $6.20 a share of com- 
mon stock as compared with $816,- 
706 or $0.54 a share in 1939. In the 
first half of 1941 earnings were equal 
to $3.86 a share as compared with 
$2.95 a share a year ago but by the 
end of September earnings for the 
nine months period reached $5.93 a 
share as compared with only $4.12 
a share in the same period of 1940. 
In the final quarter of 1941 it is 
probable that slightly more than $1 
was added to net income and thus 
it is likely that Worthington’s 1941 
earnings were approximately $7 a 
share of common stock. 

There are four issues of preferred 
stock and approximately $3,500,000 
of funded debt ahead of the rela- 
tively small issue of 251,138 shares 
of common stock. None of the pre- 
ferred issues are outstanding in large 
amount but it is the fact that there 
are still some arrearages in pre- 
ferred dividends to be liquidated 
that has prevented any dividend 
payments on the common shares. 
At the date of the last balance sheet, 
these unpaid preferred dividends 
amounted to approximately $2 mil- 
lion. The same balance sheet indi- 
cated a comfortable financial posi- 
tion with a current asset ratio of 
nearly 4 to 1 although somewhat 
less than $1.5 million in cash items 
might have been increased mod- 
erately to meet tax and other con- 
tingencies. However, since that time 
the company’s income has been siz- 
able and it is probable that cash 
position has been improved sub- 
stantially. 

New products which hold consid- 
erable immediate promise are fire- 
fighting equipment especially de- 
signed to combat bomb damage and 
air raid wreckage. These, in addi- 
tion to a well sustained demand for 
other less specialized products, 
promise a continued flow of war 
orders during the conflict. Strong 
demand by the shipbuilding indus- 
try alone should sustain the com- 
pany’s business after the peak of 
war materials demand has passed. 





The Market Valuation of 
War Earnings 
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meanwhile by renewed German of- 
fensives—would maintain going war 
industries and large military forces 
—just in case. We would have to 
do the same. 

It is not here argued for a mo- 
ment that peak war production of 
the U. S. or maximum military 
forces would be maintained indefi- 
nitely in the post-war world. The 
point made is that demobilization 
of men and war industries probably 
will be both more partial and more 
gradual than most people now sup- 
pose. A second—also highly perti- 
nent—reason for thinking so is the 
self-evident fact that in the modern 
world the level of employment is 
the most dynamic of all factors in- 
fluencing governmental policies in 
democratic nations. It is all very 
well to talk about the combination 
of accumulated civilian demands 
and pump-priming public works as 
means of maintaining high eco- 
nomic activity and employment 
after the war, but it would not meet 
the requirements either in scope or 
timing. It is a fact that over the 
past decade no industrial nation— 
whether Germany, England or the 
United States—could solve com- 
pletely its unemployment problem 
until there came the plunge into 
armaments production and the di- 
version of many men into military 
forces. With an eye to employment, 
as well as to the world considera- 
tions previously discussed, it is prob- 
able that our Government will move 
rather cautiously toward partial 
post-war demobilization. 

If, as is likely, we maintain a siz- 
able military establishment after the 
war, maintenance and replacement 
needs would call for a substantial 
volume of war industry production. 
That, plus resumption of normal 
civilian production plus __ public 
works, would suggest that a post- 
war boom is much more likely than 
a post-war tailspin. There is scant 
reason to suppose that old-fashioned 
yearnings for a balanced (?) Federal 
budget would halt the now perma- 
nent governmental war against de- 
flation, scarcity and unemployment. 

Naturally, the best comparative 
earnings performance for some time 
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to come will be turned in by war com- 
panies of the “Prince and Pauper” 
type which had earned little or 
nothing in the pre-war years. In the 
writer’s opinion, a changing invest- 
ment and speculative consensus on 
the “duration of activity” factor will 
tend to lift price-earnings levels of 
war stocks generally in coming 
months. 

Yet discriminating selection cer- 
tainly is called for. Logically, rela- 
tively highest price-earnings ratios 
in this setting should attach neither 
to outright “war babies” nor to out- 
right consumer goods stocks but to 
stocks of the minority of companies 
favorably situated for war or peace. 

A representative example of this 
type of situation is found in chem- 
ical companies. They will do a 
heavy and profitable war business. 
They can return to normal civilian 
production with a minimum of 
changes in war-time plant and 
equipment. They can count on fur- 
ther long term growth of peace- 
time consuming markets. This is 
not to say the chemicals are now 
bargains but merely to cite this 
basis for relatively high price-earn- 
ings ratios. Another example is 
represented by certain of the auto- 
mobile accessory companies which 
are geared to active war produc- 
tion without major expansion of in- 
vestment in special producing fa- 
cilities, and which can count on 
resumption of automobile produc- 
tion in future to take up gradual 
decline in arms production. Some 
of the more diversified automobile 
equipments—for instance Thompson 
Products and Bendix Aviation to 
name but two—have a strongly en- 
trenched position in both the auto- 
motive field and aircraft equipment. 

Moderate-sized, flexible, diversi- 
fied manufacturing enterprises such 
as these are in the best position both 
to convert operations to war demand 
and to re-convert to peace demands. 
Between peace demands and main- 
tenance demands of the armed 
forces — especially aircraft — com- 
panies of this kind may have a post- 
war volume comparing not unfavor- 
ably with that of the war years. 
Even where an assured post-war 
civilian demand can be counted on, 
the giant enterprises—for instance 
General Motors or Chrysler—are 
less favorably situated in that both 
conversion to war and re-conversion 
to peace involve more costly dis- 
locations. 
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Reduce Your Income Tax 
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YOUR INCOME TAX 


AND "HOW TO 
KEEP IT DOWN" 
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postpaid 


TELLS about the 70 changes in Income Tax Law, ef- 
fected by Statutes, Rulings, Decisions in 1941. 
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Shortages and Production 
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maintained from Hawaii. In any 
event, conservation measures affect- 
ing makers of soft beverages and dis- 
tillers are likely. In the latter case, 
unlike soft beverages, there are 
abundant stocks of whiskey on hand 
for an indefinite time to come and 
the chief purpose of cutting down 
new production of liquor would be 
to use the facilities of the distillers 
to augment the supply of industrial 
alcohol. 

Various chemicals that you never 
think about will be scarce and will 
affect you in numerous ways. Take 
chlorine. There will be less of it 
for bleaching paper so the printing 
papers of the future may have a yel- 
lowish look; less of it for dry clean- 
ing fluids; less for refrigerants; less 
for high octane gasoline. With tetra- 
ethyl lead restricted, don’t be sur- 
prised when the motor of your car 
begins to ping. Dyes for textiles will 
be reduced in variety and number. 

Cobalt means nothing to you but 
it means plenty to manufacturers of 
ink, paints, linoleum, enamel ware, 
steel and glass. Speaking of glass— 
logical substitute for tin containers 
in many instances—raw materials 
are plentiful—except for soda ash. 
It takes a lot of the latter to make 
aluminum; and aluminum naturally 
outranks glass in defense priority. If 
you could get plumbing equipment 
you could build a house if you could 
get steel, copper wiring and _ hard- 
ware—so forget about it. 

We produce about 70 per cent of 
the hide leather we need for shves, 
getting most ot the rest from the 
Argentine. Shipping is the only 
_ problem. You will not go barefoot. 
But ultimately you will probably do 
a lot more walking for one reason or 
another. If it is not because of the 
tires that you walk, it might be the 
anti-freeze; and if it is not anti- 
freeze it might be gasoline rationing. 
Haven’t we got plenty of oil? Sure 
we have, but what about the supply 
of tankers needed to build up sup- 
plies of petroleum products of huge 
size in certain foreign lands from 
which one or more American armies 
will be operating in offensives against 
our enemies one of these days? 
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For 1942 the area of plenty or 
reasonable adequacy for consumers 
is thus confined mainly to food and 
clothing, fuel for heat, utilities, 
transportation, wood products, ser- 
vices, paper, glass, liquor, amuse- 
ments. 

But we start on the consumer 
goods diet after two years of putting 
on fat at a great rate—our total pur- 
chases of durable goods and many 
types of semi-durable household sup- 
plies having broken all previous rec- 
ords in both 1940 and 1941. For 
this reason it will be some time be- 
fore the slump in production of new 
goods makes much visible difference 
in our living standard. In fact the 
living standard of the great majority 
of us will be more promptly and 
decisively affected by higher income 
taxes than by physical shortages in 
goods that we really would like to 
buy. The chances are that nothing 
you buy will go down in price any- 
time soon and the great majority of 
items will go up. In the first place, 
earlier rise in costs of raw materials, 
as well as other elements of higher 
cost in manufacturing and distribu- 
tion, has not yet found full reflection 
in retail prices. In the second place, 
no raw materials or wage costs are 
pointing down and some are still 
pointing up. 

Even if Mr. Henderson got his 
price control law tomorrow —and 
Congress is still wrangling over it 
and apparently closely divided as 
this is written—the composite trend 
of wholesale and retail prices would 
continue up for months to come. 
The Government’s price-control ob- 
jective is selective and flexible. It 
hopes to control prices at the source, 
so to speak, and thus avoid the tre- 
mendous policing job of tackling 
retail prices. That would work best 
where production of either the raw 
materials or finished goods is cen- 
tered in the hands of a relatively 
small number of producers. Price 
ceilings, for instance, have been not- 
ably effective in metals. The greater 
the number of producers, the greater 
the difficulties of selective Federal 
control, 

It is believed that flexibility will 
prevent undue price rises in most 
instances and yet avoid discourag- 
ing production. For instance, the 
Government will buy copper at one 
price from low-cost producers and 
at a high price from marginal pro- 
ducers. In some cases official price 


ceilings have already been revised 7 
upward to encourage maximum ~ 
production. To cite but one, ceil-~ 
ing on certain alcohols was boosted 7 
by 50 per cent. 4 

Bear in mind that as regards a 7 
large number of goods and materials, ~ 
the Government will be either the | 
sole buyer or by far the largest 7 
single buyer. That is a strategic 7 
advantage of great effectiveness in | 
limiting price rises. Where the de- © 
mand as predominantly civilian, the 7 
tremendous increase in total con- 
sumer income will exert a powerful 
inflationary pressure on prices—so 
much so that a price control law by 
itself (at least along the lines sought 
by the Administration at present) — 
would be hopelessly inadequate. | 
Taking into account prospective 7 
consumer income on the one hand 
and prospective supply of consumer 
goods, it is estimated that to offset 
fully the inflationary pressure would 
require that approximately 12 bil- 
lion dollars of “extra’ consumer in- 
come in 1942 be siphoned off through 
the combination of higher taxes and 
flow of savings into defense bonds. 
It is rather to be doubted that as 
much as half of this figure will be so 
“neutralized.” 

Yet no “run-away” inflation is on 
the cards for 1942; and additional 
rise in the cost of living will be rela- 
tively moderate — possibly a 1942 
average some 10 per cent above 
the average of 1941 and well under 
the average of the 1920’s. 

And while total civilian produc- 
tion will decline—probably at least 
as low as the average of 1934-1935— 
the aggregate of all production will 
rise, due to the enormous increase 
in output of war goods. Due to 
more efficient use of machines, mate- 
rials and men as the technical prob- 
lems of arms production are mas- 
tered—as well as to increasing appli- 
cation of 24-hour a day operation— 
industrial production should expand 
more greatly than physical plant 
capacity, but this also is gradually 
rising and will continue to do so. 

In fact, estimates of production 
potentials made before the Japanese 
attack on Hawaii are at least par- 
tially outmoded now. All down the 
line the new-found sense of urgency 
must tend to intensify work and 
speed output. It therefore now 
seems that 1942 industrial volume 
should be 15 to 20 per cent greater 


than last vear. 
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